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PREFACE

This book has to do chiefly with the foundations on

which a scientific study of industrial efficiency must

rest. How little had been done toward the laying

of such foundations I did not realize until I had taken

some tentative steps in a study of the efficiency of

the great industrial organizations which have given
rise to the trust problem. It then appeared that while

the term "efficiency" was much used in connection with

business and with economics it had no clear, generally

accepted meaning. Sometimes it was used in substan-

tially the sense in which I have used it here. Often

it was applied much more broadly to the ability to do

work well or in large quantities. Such ability is really

a complex thing. It is dependent on many conditions,

only one of which, as I look at it, may properly be

regarded as efficiency. There were a number of other

senses in which the term was used, most of which
were rather vague though some were fairly definite.

It does not, of course, follow from the fact that

there is no general agreement as to what efficiency is

that no scientific studies of the subject have been made.

As a matter of fact, some excellent work has been done
as regards particular phases of it, especially labor and
the conservation of natural resources ; and some writers

who did not profess to deal with efficiency at all have

vii
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made substantial contributions to our knowledge of the

subject. As regards the efficiency of the different

forms of industrial organization very little has been

done. It is true that many of those who advocate a

public policy that would permit the formation and

maintenance of great industrial combinations fre-

quently argue that greater efficiency can be secured by
them than by the lower forms of organization. Those

who advocate the suppression of combinations some-

times deny their superior efficiency and sometimes

argue that even if such efficiency were proved it would

be more than offset by evils which the great combina-

tions would bring with them. Such studies of the sub-

ject as have been made, however, deal, in nearly all

cases, with prices, money costs, profits, or some com-

bination of these. As I have tried to show in this

book, proof in regard to such matters is far from

conclusive as regards efficiency or inefficiency in the

sense that is more important in connection with public

policy.

It required but little analysis to show that even if

efficiency were satisfactorily defined a large amount of

preliminary work must be done before much progress
could be made in such a study as I had under contem-

plation. The efficiency of an industrial organization,

whether large or small, is in a great measure dependent
on that of its various members and on the relations

which it maintains among them. A satisfactory study
of the efficiency of the organization as a whole there-

fore implies some knowledge of the conditions bear-

ing on the efficiency of its members. These conditions

are numerous and complex. The more I thought about
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it the clearer it became that the problem was an exceed-

ingly large and difficult one.

Under the circumstances it seemed best at least to

postpone any specialized study of the efficiency of the

great industrial organizations, and to analyze with

some care the nature of industrial efficiency, its

significance, and some of the most important condi-

tions on which it depends. In so far as I have been

successful the results should serve as starting points
for studies of many different aspects of the general

subject. More than to make some contribution to the

laying of the necessary foundations I have not

attempted. As a consequence there are many sections

in the following chapters each of which might properly
be expanded into a book; and there are phases of the

subject that I have not dealt with at all on which much

might be written. As regards some of these good work
has already been done ; but, considered as a whole, the

subject of national industrial efficiency is one of vast

importance which has received comparatively little

attention.

Some acknowledgment is due to Professor Thomas
Nixon Carver in connection with the emphasis that

I have laid on the evolutionary significance of efficiency.

It will also be noticed that I have considered efficiency

almost exclusively from a national point of view and

that Professor Carver is one of the relatively few

American economists who have frankly taken this

point of view in dealing with economic theory. I did

not fully realize how closely I was in agreement with

him in this respect until I received a letter from him
written in answer to one of mine expressing apprecia-
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tion of his "Principles of National Economy/' in which

he gave, in substantially the same terms as those which

I had already used in my manuscript, the reasons which

justify this point of view.

VANDERVEER CUSTIS.

September, 1923.
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THE
FOUNDATIONS OF NATIONAL
INDUSTRIAL EFFICIENCY

CHAPTER I

THE MEANING OF INDUSTRIAL EFFICIENCY

i. INDUSTRIAL efficiency is one of the chief means

by which the material welfare of mankind can be in-

creased. Unfortunately the term has, for many
persons, a hard, mechanical connotation. Such per-

sons are inclined to look upon those who are especially

concerned with the development of industrial efficiency

as at least under the influence of the idea that the pro-
duction of wealth is one of the chief ends for which

men and women exist, and that human happiness is,

at most, a matter of minor importance.
It must be admitted that in much that has been

written on the subject this idea is strongly suggested.
In some cases efficiency has been looked upon as a

means by which particular industrial establishments

can be made more profitable. In others, especially in

connection with German industry before the armistice,

it has been looked upon as a means by which the mili-

tary power of the state might be increased. In both

the emphasis is laid upon the importance of a large
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industrial output, and comparatively little attention is

given to the hardships involved for the great mass of

workers. Upon the whole it is not surprising that

those who were not especially interested in the profits

of the owners of industrial establishments or in the

state as a great military power should feel that indus-

trial efficiency is not a matter of great concern to them.

A feeling of this sort, however, is unwarranted.

Industrial efficiency is, indeed, only a means to an end ;

but that end may be very closely related to the welfare

of the people. Unquestionably industrial efficiency

may result in increased profits, and it is not unnatural

that those responsible for the management of industrial

establishments should look at it from that point of

view. Unquestionably industrial efficiency may be a

means of increasing the military power of the state.

Had it not been for the efficiency of German Industry
the Central Powers, surrounded by enemies and cut off

from the sea, could never have prolonged the war for

more than four years, as they did. Doubtless a con-

dition of preparedness and the organization of the

nation on a military basis do much to explain Ger-

many's strength; but of this the organization of in-

dustry to produce the things needed was a part. It is

true also that Germany had at her disposal the rich

mineral fields of the invaded territory; but the vital

point is that she was able to make use of them. Russia,

which had vast resources on her own soil and an

enormous population from which to draw workers,

met with economic as well as with military failure.

Indeed, it may be questioned whether the latter was
not primarily a result of the former.
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The contribution of industrial efficiency to military

strength consists mainly in this : it furnishes the nation

with large amounts of wealth of the sort needed at

the same time making relatively small demands on the

man power required for military purposes. It can

contribute in a similar way to any other purpose the

accomplishment of which requires large amounts of

wealth and the direct use of labor or natural resources.

It can, for example, contribute to the struggle against

poverty, disease, and excessive toil, quite as truly as

to the struggle of one nation against another. The
fruits of efficiency may be left in the hands of indi-

viduals, giving them increased wealth and increased

leisure. They do not necessarily accrue only, or even

chiefly, to the owners of industrial establishments, but

to the great mass of the people as well. In fact the

latter are practically certain to benefit largely if in-

dustry is truly efficient from a national point of view.

2. Before giving much attention to the signifi-

cance of iv Justrial efficiency or to the ways in which

it may be secured, it will be well to consider a little

more carefully just what it is. Broadly speaking,

efficiency may be said to be the ratio of accomplish-
ment to energy expanded. The highest efficiency,

therefore, implies the attainment of the greatest pos-
sible results with the means used or, which amounts

to the same thing, the attainment of given ends with

a minimum of loss or waste. The purpose of indus-

trial activity is the acquisition of wealth; the methods

are those of production; and the means are to be

found in the people themselves and in their natural

resources. It follows that industrial efficiency implies
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the acquisition of wealth through production with a

minimum expenditure of the energies of the people

and of the natural resources. It involves making the

most of the means of production. Putting it more

technically, industrial efficiency is the ratio of wealth

produced to the human energy and the natural re-

sources utilized in the process.

The term "wealth" applies to material things and

services that are injurious to the consumer as well as

to those that are beneficial. Cocaine, for example,
outside of a narrow field of legitimate use, is very
harmful in its effects. The prohibition movement is

largely due to the belief that the use of alcoholic

liquors, at least where they are used to excess, greatly

interferes with the realization of the industrial capaci-

ties of men. For such reasons as these a full dis-

cussion of industrial efficiency must include some

consideration of consumption. Nevertheless little need

here be said about the particular forms of wealth pro-
duced. The consumption of certain things may be

waste, or worse; but that is a distinct part of the

problem. Even harmful things, if they are produced
at all, should ordinarily be produced with as little

expenditure of human energy and natural resources

as possible. Otherwise the losses of production must

be added to those of consumption.
"Production" of course is not confined in its mean-

ing to the technical work of farming, mining, manu-

facturing, and the like. It includes also such things
as financing, storing, transporting, and marketing. In

fact, any part of the process of bringing wealth, as

distinguished from mere matter, into being, in which
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man engages, may properly be regarded as production.
Even activities that appear to be purely competitive

may fall under this head, so far at least as they help
to strengthen the power of individuals or groups to

bring wealth into being, or put the process in the

hands of those that can perform it best. Some difficul-

ties as to the meaning of the term do, indeed, arise in

connection with the point of view from which produc-
tion is regarded, but this is a matter which will be more

fully considered later.

"Human energy" as the term is here used, compre-
hends all the powers and capacities of men that are

available for production. It must not be forgotten,

however, that it is with men, rather than with energy
in the general scientific sense, that economics is con-

cerned; and the problem of industrial efficiency is in

a very large part the problem of making the best pos-

sible use of the powers and capacities that men

possess. For practical purposes human energy must be

recognized as manifesting itself in a variety of forms,

such as labor, waiting, and judgment. It must be

remembered, moreover, especially in connection with

the development of efficiency, that the powers and

capacities that are important are not only those that

have been realized, but those as well that are potential

or latent.

"Natural resources" include all those forces and

materials that man finds in his physical environment.

So far as the natural forces are concerned, the prac-

tical problems of efficiency have to do almost entirely

with their discovery and with the instrumentalities

through which they are utilized. The forces them-
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selves are, for present purposes, measureless in ex-

tent. Their discovery is a matter of human capacity,

for the significant thing is knowledge in regard to

them. The instrumentalities through which they are

utilized are partly a matter of human capacity and

partly a matter of materials, for the instrumentalities

themselves are products of industry. With raw ma-

terials the case is entirely different. They are some-

thing apart from man. With some possible exceptions

they are limited in quantity; and for this reason con-

servation in their use not their non-use is a matter

of great importance.

Capital is, of course, essential to any large measure

of production. It is, however, secondary in character,

since it is itself a product of industry, and in the last

analysis unnecessary expenditure of capital is unneces-

sary expenditure of the primary factors. Human
energy, in whatever form manifested has been utilized

to no good purpose and raw materials have ordinarily
been made less available for any other use. As a factor

in production capital is of great importance, and it is

likely to be increasingly so with the development of

industrial society. It is because of its character, not

because of any lack of importance, that it is not

specifically included in the definition.

The inclusion of both human energy and natural

resources in the definition raises a question as to their

relative significance, especially as the proportions in

which they may be combined to secure a given result

are, to some extent, under human control. From one

point of view natural resources might be eliminated

from the definition, for man may legitimately be re-
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garded as fundamental and the significance of natural

resources as derived from him. Undue exhaustion of

resources in the present means simply an undue burden

on human energies in the future. Nevertheless, the

two things are so different in character that the inclu-

sion of both in the definition, at least for present pur-

poses, seems warranted. The proportions in which

they should be combined depends, in a large measure,

on the special circumstances connected with any par-
ticular case.

3. Looking at the matter from a negative point
of view, inefficiency may be said to be primarily a

matter of waste. Every effort which the laborer puts
forth without accomplishing the largest possible re-

sult is at least partly wasted. So far as the fact is

concerned it makes no difference where the cause is

to be found, whether in the laborer himself, in the

employer, or in the industrial system. Every bit of

material lost or destroyed in the process of production
without resulting in a corresponding increase in wealth

is likewise wasted. The same is true of every dollar

saved and invested from which the fullest possible in-

dustrial result is not obtained. In all such cases the

ratio of wealth produced to the human energy and the

raw materials used in producing it is lower than it

would otherwise be; and this is inefficiency.

It is sometimes said that what appears to be waste

should be regarded as among the necessary costs of

production. The saving of what is "wasted/' it is

argued, would be possible only at a prohibitive cost,

if at all. If anything is to be accomplished some risks

must be taken, and where there is risk there is pretty
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certain to be some loss. It may be admitted that, as

a practical matter, there is some truth in the argument,

though it certainly does not apply in all cases, especially

if the national point of view be taken. One should

not, however, allow himself to be deceived by the use

of words. The term "waste" may properly be applied

to everything that is cast aside as useless, and that is

the sense that is here intended. To say that particular

wastes could be saved only at an excessive cost is

simply to say that to avoid them greater wastes must

be incurred. It is not to deny that they are wastes.

The scrap heap, whether the term be used literally or

figuratively, may be an unavoidable incident to produc-

tion; but, even so, it represents a real loss, especially

when it consists of resources that cannot be replaced,

or of the workers themselves. Improvements in prod-

ucts, in processes, or in organization that will reduce

these losses are real steps in economic progress.

It should be noticed that large accomplishment, con-

sidered by itself, is not proof of a very high degree
of efficiency nor is large waste, considered by itself,

proof of a very low degree. Efficiency is a ratio; and

its value is dependent on the relation between two

quantities. It is doubtless true that there can be no

accomplishment where there is no efficiency, and that

any waste is incompatible with perfect efficiency, but

neither accomplishment nor waste taken alone, shows

even approximately what the degree of efficiency is.

In American industry wastes are conspicuous; but it

must not be forgotten that the output is large. How
American industry compares with that of other coun-

tries it is difficult to say; and in this connection it is
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not necessary. It is certain, however, that a saving
of wastes, other things being equal, would mean an

increase of efficiency.

Among the great wastes of American industry are

those that have to do with natural resources. Entire

forests, for example, are destroyed, with no effort at

replacement, for the sake of the best of the timber,

the rest often being burned on the ground where the

forest stood. Part of the mineral is taken from mines

and the rest is left though it can be recovered later

only with greatly increased difficulty. In the case of

capital large financial losses, some of them due to

the methods of high finance, show a very considerable

waste. Besides these there are great wastes of labor,

not only through useless work, but through losses that

directly affect the lives and happiness of the workers.

Accidents take a fearful toll of human life, and in

many cases the ages at which men cease to be regarded
as useful are distinctly low. Even where the laborer

is only temporarily discarded there is often serious

waste. It would be hard, for example, to conceive of

a more striking illustration of industrial inefficiency

than appears in the spectacle of a man able and willing

to work, but unable to find a job.

4. The distinction between hard work and effici-

ent work is often overlooked. They are, in fact, very
far from being the same. Under a given set of cir-

cumstances two men may be equally successful in

attaining a given industrial end; but for different

reasons. The one may work hard and long ; the other

may find the task an easy one and soon accomplished.
The first represents hard work; the second efficiency.
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It is not otherwise with nations. Of two having an

equal record of accomplishment the people in one may
work hard and long for low wages, and, while having
all that is really necessary to enable them to do the

work, may enjoy comparatively few of the comforts

and conveniences of life, while in the other the work

may be done more easily, the hours may be shorter, the

wages may be higher, and the people may have a

higher standard of living. In this case it is easy to

see that, other things being equal, the second is the

more efficient.

It follows that the less efficient man or nation may
be able to show a greater record of accomplishment
at lease along certain lines than the more efficient.

It may be objected, however, that hard work is an

element in efficiency ; and it may be said that the man
who can be kept at work only with great difficulty

cannot be regarded as efficient. To say this, however,

is simply to say that a great deal of energy must be

expended in order to secure product from him. Of
course he is not efficient from the point of view of

the employer. From a more general point of view the

question is not how much he works but how much he

accomplishes when he does work. So in the case of

nations, the question is not how much work they do,

but how well they do it. It is, of course, true, as re-

gards both men and nations that a certain amount of

work as well as efficient work is necessary for success.

While a consideration of the desirability of efficiency

is not properly a part of the definition, it should be

noticed here, to avoid misconception, that the highest

percentage of efficiency is not necessarily conducive to
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human welfare. Maximum efficiency, for example,

might be secured by a working day of four hours,

but the loss of the wealth that might be produced in

a longer day might be much greater than could be

compensated by the gain in efficiency. Again, the

highest efficiency might be secured by the use of only
the best means of production, but the gain in efficiency

might well fail to offset the loss of wealth that might
have been produced with the inferior means. More-

over it must not be supposed that the largest possible

industrial product should be made the chief end of

human life; and that all human energies that are not

used in industry are wasted. With such questions as

these, however, the definition of efficiency has nothing
to do.

5. The term "industrial efficiency" may, of

course, be restricted in its application to particular

individuals or groups, and where so restricted its

meaning is somewhat qualified. From the point of

view of the ordinary business concern, as at present

constituted, the significant thing is how well the indus-

trial means under its control are used to acquire wealth

for it through production. For it the pecuniary

aspect of things is of first importance. Its costs appear
as expenses. The wealth produced appears under the

form of money income. Failure to make full use of

its economic resources to secure, directly or indirectly,

a net pecuniary return is waste. The securing of such

a return depends on the sale of its goods or services

at profitable prices. For this reason the ability to "get
the business" is, for it, an important element in

efficiency, even though the business would be done in
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any event, and as well as that particular concern could

do it. For it many of the so-called wastes of competi-

tion, even if rightly named when looked at from a

broader point of view, are not wastes at all, but in

so far as they yield a net pecuniary return, represent

time and money well spent.

It must not be inferred that the business concern

that is industrially efficient from this somewhat narrow

point of view, secures its pecuniary return entirely, or

even largely, at the expense of someone else, or that

its operations are wholly incompatible with industrial

efficiency in the broadest sense. Low wages, long

hours, and evil conditions of work, for example, do

not necessarily imply a low cost of labor, even from

the employer's point of view. Undue gains at the

expense of consumers may prove very unprofitable in

the long run. Indeed the exponents of the laissez-faire

school have generally held that normally the business

concern that successfully pursues its own interests, at

least so long as the methods used are economic in

character, really achieves the public interest as well.

There are very few economists now who would take

this position without very important qualifications.

Granting, however, that the exponents of laissez-faire

did not see the whole truth, there is no reason to doubt

that they saw a very large part of it. While there are

some things desirable in the interest of industrial

efficiency, viewed from the standpoint of the individual

business concern, that are unfavorable from the stand-

point of the nation or of society at large, there are

many others that are decidedly favorable. It is by no

means impossible that, under certain conditions, these
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two sets of interests could, for practical purposes, be

brought into substantial agreement.
There are a number of methods that can be used

to aid a business organization to secure a pecuniary
return that are not really industrial in character, and

should not be regarded as elements in industrial

efficiency from any point of view. To set fire to a

competitor's plant, to steal his business secrets, to stir

up discontent among his employees, to spread false

stories as to the inferiority of his goods, to force upon
him litigation undertaken, not to determine rights or

to enforce them, but simply to harass him are means,
of an obviously unfair sort, by which a concern can

sometimes secure a business advantage for itself.

Methods of this sort have economic aspects in that

they involve expense and yield an economic return;

but they are scarcely more industrial in character than

are the operations of a highwayman.
The same criticism, however, does not apply to all

unfair methods of competition. Railroad rebates, for

example, may be secured because the concern receiving
them is able to offer the railroad company a valuable

consideration in the shape of a large volume of traffic

and regular shipments. Such a bargain may easily be

of the sort that would ordinarily be regarded as entirely

legitimate in dealings between two small private cor-

porations. A concern producing a variety of goods

may sell those that are covered by patents to pur-
chasers of non-patented goods at lower prices than

to those who buy the patented goods only. The ability

to make use of such methods as these may properly be

regarded as an element in industrial efficiency from
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the point of view of the individual concern. To say
this is not, of course, to say that they are praiseworthy,
or that they should not be made illegal.

6. The national point of view in regard to indus-

trial efficiency differs in important respects from that

of the individual business concern. The pecuniary

aspect of industry is of relatively little, if of any,

significance. Costs are measured directly in the effects

of industry on the nation's own people and on its

natural resources. Save in connection with interna-

tional trade, the amount of wealth produced is meas-

ured not so much by its market value, as by its

capacity to satisfy the wants of the people, individually

and collectively. A gain of one of a nation's business

concerns at the expense of another is pertinent to in-

dustrial efficiency from a national point of view only

through its incidental effects or through its reaction

on human energy or on the use of national resources.

The term "wastes of competition
5 *

has a real meaning,

though it must be remembered that not everything that

is put under this head really belongs there, especially

if it be true that competition is an important means
of securing industrial progress.

So far as foreign trade is concerned the national

point of view has many resemblances to that of the

individual concern. "Getting the business/' for

example, is an object of national interest. This is

presumably one reason why the United States permits
combinations for the export trade, notwithstanding its

hostility to combinations in domestic business. In the

same way an effort is made to encourage home indus-

try with very little regard to its bearing on the indus-
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try of other countries. A protective tariff, for example,

may be desired for military or political reasons, but

in most cases the reasons are primarily economic. The

proponents of a protective policy generally argue, in

effect, that it will make home industry and resources

redound to the greater good of the nation; its

opponents deny that such a result will be secured ; but

both ordinarily look at the matter, ostensibly at least,

from a national standpoint. The same principles

apply, in a large measure, to a nation's whole policy.

It is not contended, of course, that a nation's attitude

is, or ought to be, entirely selfish ; but simply that, as

regards industry, it has interests of its own. It is not

denied that in their efforts to direct national policy

individuals are often actuated, consciously or uncon-

sciously, by their private interests or that there is such

a thing as "logrolling"; but as a general thing the

arguments that they advance must, to be successful,

be those that have to do with the national interest.

As in the case of the individual concern, so in the

case of the nation, there are methods of securing eco-

nomic results that are not industrial in character.

The conquest of territory containing rich mineral re-

sources, for example, may be an important factor in

adding to the wealth of a nation; but conquest is a

military rather than an industrial matter. This is not

materially altered by the fact that under modern condi-

tions great military power is hardly possible where

industrial efficiency is seriously lacking. In the same

way, concessions wrested from a backward people may
be a source of national gain that should not be at-

tributed to industrial efficiency. Treaties forced on a
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weaker people may be a means of securing trade

advantages but however ably the treaty may be drawn

it does not indicate industrial efficiency. To be sure,

it may show efficiency of a different sort. Predatory
and industrial efficiency may go hand in hand but they
are essentially different in character and must be

differently judged.
Industrial efficiency from a national point of view

implies, of course, the efficiency of the individual busi-

ness units. Unless, however, the doctrine of laissez-

faire be accepted in an extreme form the decision as to

what is an efficient concern must depend on the point
of view taken. As has already been suggested the two

here under consideration may, under certain circum-

stances, be brought into practical agreement. This is

what would happen if governmental regulation were

of such a character that what was unfavorable to na-

tional industrial efficiency were made unprofitable to

a private concern, and what was favorable were made

profitable. In a measure, prohibitory laws, with penal-
ties attached, are suitable to the application of the first

of these two methods of bringing about a reconcilia-

tion ; but it may be doubted how far they are ordinarily

framed with that idea in mind. The second method

seems to have received comparatively little attention.

What may be called the humanitarian point of view,

or the broadest point of view possible, takes into con-

sideration the welfare of mankind at large, and not

merely that or particular individuals or groups. It

differs from the national point of view most obviously

in connection with international trade. Clearly the

energy spent to secure the business for the people of
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one nation rather than for those of another is efficiency

from the humanitarian standpoint only so far as it

puts the business into the hands of those who can do

it best or develops the industrial powers of mankind

as a whole. Besides this, any aid or assistance that the

people of one nation can give to those of another has

an important bearing on industrial efficiency in the

broadest sense. The financing of foreign industry,

for example, even if it have no appreciable effect on

the nation to which the financiers belong, is to be

judged, not by the pecuniary gain accruing to them,

but by its effect on the amount of wealth produced
in the whole world. It may be said that any aid or

assistance which one nation gives to another reacts,

in one way or another, to its own advantage. This is

probably true to a greater extent than is generally

realized, but the mere assumption that it is entirely

true is unwarranted. It is one of the things to be

proved before it is accepted; and the proof involves a

separate study of national industrial efficiency.

The point of view here adopted is frankly the

national one. The reasons for this will appear later.
1

Throughout the entire discussion, however, it should

be borne in mind that where the term "industrial

efficiency" is used without qualification, expressed or

implied, the national point of view is the one taken.

7. The modern industrial world is highly dy-

namic; and one important element in efficiency is the

extent to which the capacities of the people are so

developed and so organized as to enable them to cope
with the forces of change. A nation in which this

1

Chapter IV, i, pp. 60-64.
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element is neglected may, temporarily, be more efficient

than a nation, otherwise equal, in which it has received

due attention; but its average efficiency will be lower.

On the other hand, the importance of changing condi-

tions must not be exaggerated. Static forces are at

work in the modern industrial world quite as truly as

are dynamic; and the ability to deal readily with the

latter may be secured at the cost of lessened ability to

deal effectively with the former. In so far as the

development and organization best suited for the one

sort of ability are not those best suited for the other

a balance should be struck between them.

In this connection the specialization of the means

of production is of great significance. Far more can

be accomplished with a given expenditure of human

energy when labor, capital and organization are spe-

cially adapted to the purpose in view than when they

are not. Specialization, however, costs something.

Knowledge and skill are ordinarily acquired slowly and

with much effort. To devise and construct a highly

specialized machine requires a considerable amount of

labor, some of which must be of a high grade, as well

as raw materials. It is no simple or easy matter to

build up an elaborate and smooth working organiza-
tion. These costs, as well as what is accomplished by
means of them, must be taken into account in judging

efficiency. To a large extent the costs of specialization

are fixed costs. Within broad limits they are in-

dependent of the amount accomplished by means of

them. If any particular type of specialization is ren-

dered worthless as a result of changed conditions be-

fore much has been accomplished the degree of
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efficiency will necessarily be low. That great losses of

specialized organization, equipment, and skill have

taken place as a result of rapid changes there can be

no question. It does not follow that, even in these

cases, there has been no net gain. On the contrary,

the gain has, in most cases been large. Nevertheless,

the losses are real losses and their reduction would

mean an increase in efficiency.

The losses resulting from changed conditions where

industry is highly specialized are not necessarily total

losses. There is often a considerable amount of

salvage, some at least of the specialized elements be-

ing adaptable for other purposes. The Great War, for

example, brought about violent changes in American

industry. Much specialized labor, capital, and organi-
zation were diverted from their original purposes to

those made necessary by the war. This involved

considerable loss and waste; but the cost was far less

than would have been the cost of developing from

the beginning specialization of the sort most needed,

assuming that to have been at all possible. The prin-

ciple applies in many other cases. Changes are rarely

so radical as to completely destroy the value of previous

specialization, though the loss may be great. There

may, of course, be cases in which previous specializa-

tion may be a cause of positive disadvantage. The

salvage of a building that must be wrecked may well

be less than the original cost of the materials, less a

liberal allowance for depreciation. What is more

serious, the specialized training and experience of a

laborer may leave him worse off, so far as taking up
a new line of work is concerned, than if he had never
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become specialized. Probably such cases are rare.

Even the most specialized training is likely to have

some general developmental value.

General adaptability, or the ability to make adjust-

ments to new conditions readily, is not to be obtained

by the mere absence of specialization. It has a posi-

tive, no less than a negative, side ; and, upon the whole,

the former is of the greater importance. Even as re-

gards capital goods arrangements can frequently be

made to secure some measure of adaptability without

great sacrifice of specialization, though not ordinarily

without additional cost. A ship, for example, intended

for commerce can be so constructed as to be convertible

into an auxiliary naval vessel. In much the same way
a laborer who is trained for a specific type of work
can often, without much loss of specialization though
not without additional cost, be made available for work
of a different kind. Not only that, but the same breadth

of view which is essential to general adaptability is

often of great value, if not necessary, as a foundation

for a high degree of specialization. Up to a certain

point, which in some cases is far advanced, the best

training for the two is much the same. Beyond this

point they may differ so greatly that one of them can

be developed only by giving to it time and attention

which are no less necessary for the development of

the other. The nation, of course, requires some men
of both types though in what proportions depends on

the needs existing at the particular time. In the case

of industrial organizations, as in that of individuals

or of capital goods, general adaptability and specializa-

tion are both desirable. Each involves costs of its
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own. To a certain extent they are incompatible, and

of course, the total amount of time and energy that

can be given to them is limited
;
but there is no reason

to doubt that a large measure of each of them can be

secured.



CHAPTER II

BUSINESS TESTS OF EFFICIENCY

I. IT is fortunate that incomplete tests of indus-

trial efficiency are of considerable value, for no others

are at present available. Where efficiency can be

measured with any reasonable approximation to ac-

curacy it can best be expressed as a percentage. Such
an expression, however, would in this case imply the

ability to measure the results of industry and the

amount of human energy and of raw materials

utilized. What would result in the production of

wealth if every effort put forth by the laborer and

every sacrifice made told to the fullest possible extent

and if there were no waste of raw materials is a matter

about which it is possible to do little more than guess.

Physical goods, whether raw material or finished

product, may, indeed, be measured by physical units,

such as the ton, the barrel, or the board foot. Services

can, in some cases, be measured by their physical

effects, as is done when labor is paid by the piece or

the job. In other cases they can be graded, at least

roughly, as to quality and measured by time. The

inadequacy of such measurements as these, however,

for the determination of efficiency needs little dis-

cussion. Physical measurements, considered by them-

selves, are of little, if any economic significance; and
22
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certainly they can throw little light on the amount of

energy expended.
The value of goods and services is, indeed, an

economic measurement ;
but many things have a value

out of all proportion to their significance from the

point of view of national industrial efficiency. There

are many kinds of services, for example, the employ-
ment of which may enable a business concern to pros-

per in competition with others, and sometimes directly

at their expense. It cannot be too strongly empha-
sized that the losses of the unsuccessful, even though
under a given set of conditions they are an incident

to progress, are real losses
;
and from a national point

of view the value of the goods and services actually

sold throws little light on them. Moreover, the only
values that can be definitely ascertained, under present

conditions, are market values, and these may differ

considerably from normal values which are more
fundamental. What is of even greater importance is

the fact that value throws little or no light on energy

expended or in the possibilities that lie in human energy

applied to raw materials.

While, however, it is impossible, with at least exist-

ing knowledge as to the facts, to calculate the indus-

trial efficiency of any particular organization or proc-

ess, some very useful comparisons can be made. The
tests that can be applied are incomplete ; but the condi-

tions may be such as to make it highly probable that the

unknown factors are either substantially the same in

all the cases under consideration or of comparatively
little importance. Alternative ways of doing things,

for example, may impose about the same requirements



24 NATIONAL INDUSTRIAL EFFICIENCY

on the workers, but one may involve the use of less

raw materials to secure a given result. Indeed, there

are some improvements that at the same time make

things easier for the workers and require less in the

way of materials per unit of product. In such cases

it is fairly certain that the adoption of the improve-
ment means increased efficiency, not only from a pri-

vate point of view but from a national point of view

as well. What is true in this respect of processes is

true of organizations or types of organization. It

may be impossible to calculate the degree of efficiency

in any case, yet possible to say, with some confidence,

which of two is the more efficient.

It will be well therefore to examine carefully some
of the tests that have been suggested, with a view to

determining not only wherein they are inadequate, but

under what conditions and with what limitations they

may properly be used. Such an examination will not

only serve to show how far such tests are of value, but

will throw some light on the sort of data needed for

more satisfactory tests.

2. From what has already been said it should

be evident that in considering the matter from a na-

tional point of view it cannot safely be assumed that

efficiency can be measured by profits or by the result-

ing stock market quotations. Large profits may be

due to any of a considerable number of circumstances,

some of which imply efficiency and some of which do

not. It is clear that in the latter class must be put
those based on excessive prices obtained through the

exercise of monopoly power. So, too, must the profits

that can sometimes be secured through misrepresenta-
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tion of goods sold. Even when large profits are a

result of low expenses they do not necessarily show

efficiency of the sort here under consideration. Child

labor may be profitable to the employer, but in the long
run a cause of serious economic loss to the nation and

to society at large. Under certain circumstances a

concern may profit by the fact that there are at nearly
all times a large number of unemployed men at the

gates of the plant; yet the time and effort that these

men spend in seeking jobs is, for the nation, a serious

form of waste. Discrimination, through which favored

concerns get transportation or supplies at lower prices

than do their competitors, may be very profitable

to the former, but do not necessarily show industrial

efficiency on their part.

It should be recognized, however, that while large

profits, considered themselves, are not proof of effi-

ciency, they may, when supplemented by information

of a sort that can sometimes be obtained, go a long

way towards establishing a case in favor of the con-

cern that makes them. If of two corporations engaged
in the same line of business, selling their products in

competition with each other, operating in the same

general way, and securing their labor and materials

under substantially similar conditions, one is more

profitable than the other, there is at least a presump-
tion that it the more efficient, even from a national

point of view. The results of an analysis of such

profits to determine the sources from which they are

derived may greatly strengthen or weaken this pre-

sumption. Proper methods of accounting enable those

in charge of a business tc see where its strong
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and weak points are; and these points may be

examined by the economist with special reference

to the question of efficiency. Even under favor-

able circumstances the evidence secured by a study
of profits will rarely, if ever, be conclusive, but this

is because it deals with but a part of the problem. It

may, however, be the best way of dealing with that

part.

No concrete study of profits from this point of view

has come to the attention of the present writer. In-

vestigations have been made for other purposes, how-

ever, the results of which throw a good deal of light

on the general subject. Such was the examination of

the profits of the most important concerns in the

American tobacco industry that was made some years

ago by the Bureau of Corporations,
1 Since this in-

vestigation was not made for the purpose of deter-

mining efficiency, important data that might have been

secured were not published. The report, however, is

significant for what it omits as well as for what it

contains.

When the combination known as the American To-
bacco Co., was dissolved in accordance with the decision

of the Supreme Court, seven companies succeeded it

in the manufacture of domestic tobacco. The latter

were, upon the whole, less profitable than the combina-

tion at the dates examined by the Bureau of Corpora-

tions, notwithstanding a larger volume of sales. This

was not true for all kinds of tobacco, but it was true

1
Report of the Commissioner of Corporations on the Tobacco

Industry, Part III, Prices, Costs, and Profits, Washington, D. C,
1915. The facts mentioned in the following paragraph are taken
from this report, pp. 14-23.
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for the entire business. The reduction in profits was

apparently not offset by a gain to consumers or jobbers,

for there was no material change in prices. It appar-

ently was not due to any gain to the tobacco planters,

though on this point the report does not give full

information. The prices of leaf used for plug, fine

cut, and cigarettes declined while those for leaf used

for smoking tobacco, snuff, and little cigars advanced.

It is only fair to notice, however, that the closeness

of the dates examined, while advantageous in many
respects, is disadvantageous here, for some, at least of

the leaf used by the successor companies was taken

over by them from the combination. Factory costs,

other than leaf, remained substantially unchanged.
Such costs are of course made up of many items; and

a fall in some might have been offset by a rise in

others. They include such important things as wages
and other working conditions involving expense.
There is no apparent reason for supposing that there

was much change in these matters, but for a full

study of efficiency each of these expenses should be

examined separately. Increases in selling costs, how-

ever, were general and affected nearly all types of

manufactured tobacco. They are attributed by the

Bureau of Corporations to the duplication of selling

organization and to increased overhead expenses. The
cost of advertising also was materially increased.

Theoretically an increase in expenses of this kind

might result in such an improvement in marketing as

to justify them, even from a social point of view;

but there is no reason to believe that this was true

of the case in hand. Apparently all that it meant
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was that a greater amount of work had to be done to

accomplish the same result.

So far as the figures published by the Bureau of

Corporations go, they seem to show that one result

of the dissolution of the American Tobacco Co., was
a loss in efficiency. It should be remembered, how-

ever, that the figures do not tell the whole story.

Clearly the books of the companies need further

analysis than is possible from the facts given in the

report. Moreover the comparisons made cover but

a short period of time, and less confidence can be

placed on them than would otherwise be possible. It

is true that if the report had been published later and

a greater number of years had been included, the dif-

ference in time between the average for the combina-

tion and the average for the successor companies would

have made comparisons more difficult and less reliable ;

but recognition of this fact does not make them any
more worthy of confidence as they are. Again, it

should be borne in mind that competitive conditions,

such as they were, were comparatively new and that

with the passage of time competitive costs might have

been reduced. Upon the whole, this does not seem

probable. If it be granted that competition was still

far from complete it would be natural to expect a

further increase of advertising and selling costs with

the increase of competition. What might have hap-

pened, however, the evidence is not at hand to show.

The report clearly does not cover the whole ground,
but for the part that it does cover, it seems to show
that the advantage, as far as national industrial effi-

ciency is concerned, lay with the combination.
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3. Those who take the point of view of the con-

sumer are frequently inclined to regard low prices,

rather than high profits, as the chief, though not neces-

sarily the only, test of efficiency. The argument,
whatever else may be said about it, is fairly simple:

industry exists primarily for the purpose of furnish-

ing goods and services; the ability of any concern

to do this, unless it is subsidized in some way, is

limited by the costs of production, and prices, sufficient

in amount to cover these costs, must be charged;

any concern that can so manage its affairs as to sell

regularly at low prices, without outside help, is per-

forming better the functions that justify its exist-

ence than is one that must charge higher prices. It

will be noticed that the question of costs is by no

means ignored. In fact, it is assumed that low prices

ordinarily imply low costs; and there are probably

few, if any, who would hold that the conducting of

business at a loss represents efficiency. Where low

prices are made possible by the subsidization of a

business concern or of an industry it is recognized
that they are due to this rather than to efficiency.

While, however, low costs are essential they are not

enough; the consumers must get the benefit.

It can hardly be denied that the main purpose of

industry is the production of goods and services.

It does not follow, however, that an industrial concern

is lacking in efficiency in so far as the benefits of its

activity go to those who are connected with it as

producers rather than to those who merely purchase
its products. The former are consumers no less than

the latter and the fact that they sell the particular
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goods or services that they produce and buy others

with the proceeds does not materially affect the prin-

ciples involved. It is merely a question of who gets

the advantage of low expenses. In either case the

low expenses may be the result of efficiency or they

may be the result of exploitation of labor, wasteful

use of resources, or of something else that really

implies inefficiency. The products of the sweatshop,
for example, may be sold at low prices, but this does

not mean that from a national point of view, the

sweatshop is an efficient means of production.

It may be thought that low prices have two im-

portant advantages over high profits as an indication

of efficiency. In the first place they nearly always

imply larger production and therefore better satisfac-

tion of wants, for, with possible exceptions that need

not be considered here, more will be bought at lower

than at higher prices. Unless, however, larger pro-
duction can be carried on at a lower cost per unit,

this means simply more work, not more efficient work.

In the second place, high profits are often associated

with monopoly and the need of keeping down expenses
is less urgent for a monopolistic than for a competitive
concern. Even if expenses could be taken as a fair

indication of costs it should not be too hastily assumed

that costs are higher under conditions of monopoly
than under conditions of competition. In some cases

they doubtless are, but in others they are not. Under

the latter head must be put that important class of

industries commonly known as public utilities. Upon
the whole, it would seem that so far as throwing any
direct light on efficiency is concerned the difference
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between low prices and high profits is of little im-

portance.
Low prices may, indeed, be taken as a starting point

in a study of efficiency in very much the same way
as may high profits. Like high profits they may be

regarded as establishing a presumption, but only a

presumption, in favor of efficiency. Where prices are

low and at the same time profits are high, this pre-

sumption is greatly strengthened. The causes of low

prices, no less than the causes of high profits, must

be carefully examined. An English writer,
2
discussing

the failure of the United States Steel Corporation to

secure for the United States a larger share of the

international steel trade, calls attention to the fact

that under the combination costs and prices have

been increased. He includes, however, among the

"adverse circumstances," large rents and royalties,

extra heavy taxation, and advances in wages, the two

last mentioned being attributed to the talk of the high

profits of the combination. From the critic's point
of view the argument may be a sound one ; but from

the point of view of national industrial efficiency the

fact that the Steel Corporation could pay extra heavy

taxation, increase wages, and still be a prosperous

concern, even though it did not succeed in expanding
the export trade as much as might be desired, is de-

cidedly favorable to it. Even as things are the export
business of the Steel Corporation is far from small.

It is quite possible that the price the United States

would have to pay for a larger share of the world's

*T. Good, "The International Steel Trade," Moody's Magazine,
June, 1916, p. 319-
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steel trade, in the well being of its people, would be

much too high.

4. The last point suggests that high wages might
be taken as a test of efficiency, quite as well as might

high profits or low prices. Unquestionably the ability

to pay high wages is a very important consideration,

and the actual payment of high wages might do much
to develop the efficiency of labor. Like high profits

and low prices, however, high wages serve, at best,

only as a starting point in the analysis. The vital

question is why wages are high. The reason may,
indeed, be found in efficiency; but this is not neces-

sarily the case. High wages may, for example, be

accompanied by a pressure on the laborer that quickly
exhausts him; and the early exhaustion of the laborer

may much more than offset the high wages shown

by the payroll. A seasonal industry may not put an

undue pressure on the laborer and may pay high wages

during its period of activity; yet it does not follow

that a concern engaged in a seasonal industry is more
efficient than a concern that pays somewhat lower

wages but gives steadier employment. Even if the

general level of wages in a given country be high,
the burden put upon the laborer moderate, em-

ployment steady, and the conditions of labor good,
it does not follow that the industries of that coun-

try are, upon the whole, efficient. It may be

simply that natural resources are abundant; and it

may even be true that they are very wastefully
utilized. The chief difficulty with this as with the

other tests so far considered lies in the fact that they
are largely concerned with the distribution of wealth,
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whereas efficiency is primarily a matter of production.
Where any group of persons receives a large return

from industry it is not unnatural to suppose that the

business that yields such a return is efficiently con-

ducted. The same principle applies when industry as

a whole is considered. The way in which wealth

is distributed has, indeed, an important bearing on

efficiency because of its effects on the factors of pro-
duction. As a test of efficiency, however, it is inade-

quate. What would be favorable to the development
of efficiency and what efficiency is are two very dif-

ferent questions.

5. The man who has himself attained a large

measure of business success is likely to emphasize very

strongly the doctrine of the survival of the fittest; and
there are not a few economists who seem to look upon
success in the evolutionary struggle as the best test

of efficiency. To such persons natural selection seems

to pick out the concern that makes the best use of

the resources at its disposal and to give it not merely a

larger income, but greater industrial power. That

it is those who serve society well that are selected is

thought to rest upon the fact that consumers will

naturally give the business to those that render the

best service. Doubtless there are few serious thinkers

who would take this position in an unqualified

form. Practically all would admit that violence and

fraud may put serious obstacles in the way of legitimate

business success. Many would go further than this

and would concede the possibility of other forms of

unfair competition which tend to have the same effect.

In general, however, those who emphasize survival in
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the evolutionary struggle as a test of efficiency are

likely to minimize the importance of such considera-

tions as these, and not infrequently to regard the ability

to meet unfair methods of competition as itself an

element in efficiency.

It will be noticed that this test has much in common
with the tests of high profits and of low prices. High
profits are, among other things, the trophies of success ;

and so long as any concern is able to make high profits

its survival is practically assured. The ability to sell

regularly at low prices is one of the most important
means by which success may be attained; though it is,

of course, only one means and is not always sufficient.

The point of view, however, from which survival is

regarded as the best test is somewhat different. The
idea of the survival of the fittest implies that there

has been a contest, the result of which is to put power
into the hands of those that can use it effectively.

Generally speaking, it emphasizes the importance of

the long run, for it implies that the struggle has been

of such a character as to constitute a real test. The
survivor is thought of, not as a mushroom growth,
but as the result of a fairly long evolutionary process.

That the successful business concern is a product of

evolution cannot well be denied. This fact, however,
is by no means peculiar to it. The same thing is true

of the most venomous rattlesnake and the most destruc-

tive boll weevil, as well as of the finest of wheat and

the best of cattle. The fittest are, after all, simply
those that best fit the environment, either because they
are adapted to it or it to them. In this connection

it is worth noticing that the living things most useful
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to man are not, as a rule, those that have grown up
under a process of evolution in which man has played
no conscious part. It does not necessarily follow that

a deliberate regulation of the development of human
institutions is desirable, or that man has the capacity
to regulate wisely. The mere fact, however, that the

successful business concern is a product of evolution

is very far from being proof that it is more serviceable

to man than any of its rivals would have been had

man so interfered with the evolutionary process as to

give one of them the advantage.
It is doubtless true that the survivors in the evolu-

tionary struggle ordinarily possess certain qualities in

a highly developed form. What these qualities will

be, however, depends very largely on the environment.

It is only on the assumption that the conditions under

which existing business concerns have developed, in-

cluding the laws for the regulation of industry and

the way in which they are enforced, are the best pos-
sible for the development of efficiency that it can

safely be said that the most successful of present day
concerns is the most efficient. Where no serious obsta-

cle is placed in the way of railroad rebates, for

example, the ability to secure them is an important
element in survival. Where rebates are prevented or

placed under a heavy handicap other qualities are given
a greater significance. If rebates are forbidden, but

the prohibition can be evaded, the ability to evade the

law becomes an element in survival. It will hardly be

argued, however, that it is equally significant as an

element in efficiency.

It is true that the use of railroad rebates is generally
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recognized as an unfair competitive practice; and
some at least of those who regard survival as a test

of efficiency would exclude unfair methods of com-

petition. In so far, however, as it is admitted that

unfair methods of competition exist and have an

adverse influence the idea of survival under condi-

tions of "natural," as opposed to human, selection must

be abandoned as a satisfactory test of efficiency. More-

over, the introduction into the discussion of the idea of

unfair competition raises the question as to what
unfair competition is. One of the best definitions is

that it is competition in which success can be secured

otherwise than by efficient production.
8 To define it

thus, however, and then to argue that survival under

conditions of fair competition is proof of efficiency

is simply to argue in a circle. Even if this difficulty

be escaped by a different definition the idea of natural

selection is somewhat modified. It is probable, how-

ever, that what many of those who emphasize the im-

portance of success in the evolutionary struggle have

in mind is really something different. It is not so

much that survival is a test of efficiency as that the

competition of business units, under proper conditions,

is the means by which efficiency can best be secured.

It should be recognized, however, that, as a general

proposition, the fittest will survive and prosper.
Unless the terms be strictly used, cases of special

misfortune might be regarded as constituting excep-

tions; but they are of little significance for present

purposes. If the test of success in the evolutionary

struggle is to be applied it is necessary to examine
*
Clark and dark, "The Control of Trusts," p. 103,
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the conditions under which that success was attained

and to determine, not only how far they are, in gen-

eral, favorable to national industrial efficiency, but

also how far, in the particular case under considera-

tion, the causes of success are to be found in unfavor-

able factors. So used, the test of survival may be

a good starting point in the investigation, but, con-

sidered by itself, it is, like the other tests that have

so far been considered, incomplete. As a starting

point it has some great advantages for it places the

emphasis on the conditions that do, in fact, govern
the character of national industry.

6. It must not be assumed that the use of unfair

competitive methods, or of other business practices

that are justly subject to severe condemnation, is evi-

dence of the lack of a high degree of industrial effi-

ciency. For this there are several reasons. Under
certain conditions efficiency alone may insure a large

volume of business or even preeminence; but it does

not follow that the successful concern will be able to

turn into profits all of the advantage which its superior

efficiency gives it ; and the desire for profits may lead

even the efficient concern to make use of unfair

methods. The Bureau of Corporations, in one of its

earlier reports,
4
pointed out that the efficiency of the

Standard Oil Company could give it a monopoly only
if it reduced prices to a point at which other concerns

could not compete. A monopoly secured in this way,

however, would be secured largely by the sacrifice of

profits; and there is no adequate reason to suppose

4
Report of the Commissioner of Corporations on the Petroleum

Industry, Part I (1907), p. 22.
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that the Standard Oil Company was willing to make
such a sacrifice. More recently the Federal Trade

Commission has remarked that the general use of

unfair competitive methods by the big meat packing

companies discredits their claims of superior efficiency.
5

It is doubtless true that evidence of illegitimate prac-
tices of the sort is sufficient to discredit claims that

a preeminent position was secured simply as a result

of high efficiency. It is not sufficient, however, to

show that that efficiency did not exist. This is par-

ticularly clear in the case of a company that has a

record of large profits as well as a dominant position.

To one who is open minded as to the merits of the

competitive system it is a fair question whether the

suppression of competition may not be a means of

securing efficiency. The Bureau of Corporations, in

the report to which reference has just been made, re-

marked that, admitting the efficiency of the Standard

Oil Company, it was the result, rather than the cause

of that company's greatness. Superior efficiency, the

Bureau added, was made possible mainly by the mag-
nitude of the company's operations, and this magnitude
was secured largely by unfair practices.

6 The apparent

implication that the Standard Oil Company and its

predecessors were not among the most efficient con-

cerns in the petroleum industry from the time when

they entered the business is decidedly open to ques-

tion; but there is little reason for doubt that with

increased size came increased efficiency, and that the

Report of the Federal Trade Commission on the Meat Packing
Industry, Summary (1919), p. 74.

c. cit.
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increased size was, at least in part, due to the com-

petitive methods followed.

What is true of the Standard Oil Company in this

matter is almost certainly true of a number of other

large combinations. Some of the advantages of large

scale production are the results of size, and cannot

well precede it. It does not, of course, follow that

a size large enough to give monopoly is necessary to

secure such advantages or that large size can be secured

only by methods that imply the crippling of competitors
or their exclusion from the market by other means

than by offering superior services. Were competition

perfectly fair, in this sense, and were none to start

with any special advantage, the concern that was most

efficient would doubtless be the one that would grow
most rapidly in size, and with this growth in size

might well come increased efficiency. The process,

however, might be a relatively slow one. The advan-

tages of large scale production can be, and often are,

secured through combination; and when this clearly

does not go so far as to restrain trade or to establish

a monopoly it is not ordinarily regarded as objection-

able, even under existing laws. Where, however,
unfair methods of competition are practicable, whether

because of the lack of proper regulation of industr^
or for any other reason, they may be a means of

securing rapidly large volume of business and with it

great efficiency.

That proof of the use of unfair competitive methods

is inadequate as an answer to claims of efficiency is

even clearer when the economies under consideration

are those that result from monopoly and not merely
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from large scale production. A saving of the wastes

of competition is possible only when production is

in some way restricted or suppressed. A revival of

competition means the loss of this advantage. A full

knowledge of market conditions, as regards both

demand and supply, for example, is desirable to almost

any industry, but it can be secured only when the entire

field is under view. It is doubtful whether such a

view can be obtained by any concern in the presence
of substantial competition, though it might possibly be

furnished by a governmental commission with sweep-

ing powers of investigation. Again, one street railway

company may be much more efficient in furnishing
urban transportation than either of two rival companies
could possibly be; but the advantage which one com-

pany would have vanishes with the entrance of a rival

equally powerful and well situated. Monopoly, how-

ever great may be its economies, is not on that account

self-sustaining. The source of inefficiency is to be

found in competition itself not necessarily in unfair

competition.
In any consideration of the part which unfair com-

petitive methods or the like have played in bringing
success to a given concern, some account should be

|ake of the character of the competition it has to meet.

A concern which will not make use of unfair methods

when they are generally prevalent in the industry in

which it is engaged may be placed at a positive dis-

advantage. It should be remembered that the use of

unfair methods is by no means confined to the great

combinations or to lesser companies which have met

with marked success ; and it is at least possible that the
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same ability which gives a high degree of predatorj

efficiency may also result in economic efficiency of the

best sort. Miss Tarbell, who certainly cannot be

accused of undue friendship for the Standard Oil

Company, remarks :
7

The system of "predatory competition" was no in-

vention of the Standard Oil Company. It had pre
vailed in the oil business from the start. Indeed i

was one of the evils which Mr. Rockefeller claimec

his combination would cure, but until now it hac

been used spasmodically. Mr. Rockefeller never die

anything spasmodically. He applied underselling foi

destroying his rivals' market with the same delibera

tion and persistency that characterized all his ef

forts, and in the long run he always won.

It must not be inferred from anything that has beer

said in the foregoing paragraphs that unfair methods

of competition should be approved or permitted. The

point to which attention is here given is simply the

extent to which proof of unfair dealing may be re-

garded as evidence of the lack of industrial efficiency;

and in this respect it is of very little value. Indeed,

unfair methods are most dangerous to concerns that

will not use them when they are coupled with industrial
n

efficiency on the part of those that will. When effi*

ciency is seriously wanting unfair methods are much
less likely to be effective than when it is present. It

is true that an increase in economic efficiency may,
under certain circumstances, be made possible by evil

methods; but it by no means follows that these are

T
"History of the Standard Oil Company," Vbl. I, p. 156.
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the only methods practicable or that the results will be

as good as if legitimate methods were used. It should

be noticed, however, that certain of the laws regulating

industry, such for example as some of those against

combination, have sometimes made it more difficult

than it would otherwise have been for business con-

cerns themselves to suppress illegitimate competitive

practices. This is particularly conspicuous in the case

of the railroads which, until recently, were not only
forbidden to engage in certain objectionable forms of

competition, but also forbidden to make any agree-
ments by which such methods could be eliminated.



CHAPTER III

TESTS OF EFFICIENCY AND THE FACTORS OF
PRODUCTION

I. IT should now be evident that for any satis-

factory determination of efficiency from the national

point of view the entire industrial situation must be

carefully examined. Even to determine the relative

efficiency of different concerns this examination must

be far reaching. Profits secured, prices charged, ex-

penses incurred, and success in competition are all

inadequate as tests of efficiency, though each of them

may be used to throw some light upon the subject.

The problem cannot be solved by an examination of

the books of industrial concerns, no matter how ac-

curately those books may be kept nor for how large a

proportion of the industrial concerns of the country

they may be available. The question is one of utilities,

not of prices, and of costs, not of expenses. It cannot

be assumed that the highest efficiency will be secured

under conditions of unlimited competition, and there-

fore it cannot be assumed that restraints on competi-
tion are inimical to efficiency.

In considering what are the more fundamental tests

that are available a particularly helpful point of view

is that from which the four factors of production

43
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labor, natural resources, capital and enterprise are

separately considered. Of course no sharp distinction

can be made between the persons who represent these

factors. In the first place all of them are men or

women, and are in a large degree influenced by similar

motives. In the second place, a large proportion of

those whose cooperation is necessary for the successful

conduct of industry are interested in more than one of

the factors of production. The farmer who owns his

farm commonly represents all four. Many of those

whose main source of income is wages or salary own
some capital; and the thrift movement, if successful,

will greatly increase their numbers. The laborer in

whom the spirit of enterprise is entirely lacking is

not ordinarily a very good sort of laborer. Few of

those who are primarily enterprisers, capitalists, or land

owners are exclusively such. The industrial functions

performed, however, are all of importance; and if they
are to be performed in the best manner the conditions

as regards each of them must be favorable. To some
extent the conditions most favorable to one may be

unfavorable to another. This is strikingly the case

as regards those conditions that are dependent on the

distribution of wealth, for the amount that is available

for distribution is necessarily limited. Some allowance

must be made for this fact in considering the efficiency

of any particular class or group.
2. So far as labor is concerned a natural avenue

of approach is a consideration of the relation between

the industrial object accomplished and the time and

intensity of the labor utilized. It should be noticed,

however, that no attention need be given in this con-
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nection to the utility of the industrial object. That
is undoubtedly a matter of great importance, but it has

little to do with industrial, as distinguished from eco-

nomic, efficiency; and certainly it is not a test of the

efficiency with which labor is utilized. A man might
be employed to dig a ditch where none was needed

and then to fill it up again. It is clear that in such

a case the labor would be used for a wasteful purpose,
but if the work was done well, easily, and quickly the

wasteful purpose would be accomplished in an efficient

manner.

A serious complication arises out of the fact that

the laborer is himself a part of society, and the effect

of the work on his welfare and happiness must be

taken into account. While industrial efficiency is pri-

marily concerned with the production of wealth, and

with distribution only so far as it affects production,
it should be noticed that what the laborer receives is

a share in the product of industry, and from a national

point of view it should be regarded as such and not

merely as an element of cost. What the laborer gets

out of industry includes, of course, much more than

his wages. It includes, for example, the environment

in which his work causes his home to be established,

the general character of the neighborhood, the prox-

imity and character of playgrounds, schools, and

churches. It includes opportunities for self-develop-

ment and the stimulus to make use of them. This

last point is of great importance, for potential powers
of production, which are only potential, may generally

be regarded as wasted. Their development and use

would almost certainly make possible increased produc-
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tion without a correspondingly increased cost, or the

same production at a lower cost.

Because of the importance of the development of the

potential powers and the influence which industry has,

directly and indirectly, in this connection, the industrial

character of the people is of great significance. It

should be recognized, however, that a low industrial

character may be due to innate incapacity as well as

to lack of development. A nation built up by the

selection of the strong and vigorous of other lands

could doubtless produce more, and with less effort,

than one built up by the immigration of the unsuccess-

ful, even though the resources of the two were equal.

This, however, is not because its powers are used more

efficiently, but because they are greater. Within a

nation one industry may have a much higher grade
of workers than another. This may be due to the fact

that the conditions in the first are more favorable to

the development of the workers than those in the

second or it may be due to the fact that the first gives

employment only to those who are already of a high

grade. The same principle may apply to different

establishments in the same industry, though this is less

likely. In every nation there are a number of in-

dividuals of inherently inferior caliber, and the indus-

try or establishment that can make use of them should

not be condemned on that account as lacking in effi-

ciency. Indeed, a nation whose industry could make
no use of such individuals would be seriously lacking
in this respect, for such power as the inferior possessed
would be going to waste. At the same time it is prob-
able that there are far greater losses in modern indus-
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try through failure to develop the powers of its workers

than through the failure to make use of those of in-

ferior capacity.

The attitude of the worker towards his work and to-

wards the conditions under which it is done is signifi-

cant, not only because of its effect on the contributions

he makes to production, but because of the cost to him.

Other things being equal, improvement in either respect

means increased efficiency. It is readily recognized
that "social unrest" is fairly sure to have an injurious
effect on the quantity and quality of the work done;

but it must not be supposed that the burden on the

worker is correspondingly reduced. Indeed, the

amount of human energy expended may actually be

greater than where the worker is contented, but in so

far as this energy does not show itself in the product it

must be regarded as wasted. A feeling of contentment

on the part of the workers is not, of course, sufficient.

They must have a real interest in the work done and

a desire to do it well. How a favorable psychological
attitude may be secured and maintained is one of the

important problems of efficiency, but as a test of

efficiency it is enough to know whether or not it exists.

3. The tests of efficiency in the case of natural

resources have to do with the relation between the

industrial result accomplished and the extent to which

such resources are exhausted in the process, their de-

velopment prevented, or their potential services neg-
lected. As in the case of labor the utility of the

industrial result accomplished need not be considered,

and for similar reasons. In one important respect,

however, the problem is much simpler than it is in the
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case of labor; natural resources themselves have no

interests, and no question is involved of costs to them
or of benefits conferred upon them. It is true that

the owners may bear costs or receive benefits, but the

relation of the owners to the resources is ordinarily
an impersonal one. It is mainly a matter of property

rights; and while the institution of private property
in natural resources has an important bearing on the

efficiency with which they will be used it has very
little significance in connection with the tests of effi-

ciency. What the owners receive is, indeed, a share

of the product of industry and from a national point of

view should be reckoned as such and not merely as an

element in the cost, but because of the impersonal rela-

tion of owners to resources it is much easier than in the

case of labor to determine what they really do receive.

This, moreover, has little or no reaction on the utility

of the resources themselves.

Wastes of natural resources, at least so far as they
take place before industry has advanced beyond the

extractive stages, are comparatively easy to recognize,

and one of the most important tests of efficiency is how
far wastes of this sort are avoided. It is true in

this case, as in that of any other factor of produc-

tion, that savings may be made at an excessive cpst

in some other direction and when this is done the

specialized efficiency secured does not mean increased

efficiency for industry as a whole. This consideration

is of special importance in connection with natural

resources because many of the most obvious wastes

could be saved only by a very large use of other factors

of production. The burning of what is left in a forest
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after the best of the timber has been removed, for

example, is generally to be attributed to the large

expenditures for labor, capital, and enterprise that

would attend the utilization of the material thus de-

stroyed and the low prices at which the finished goods
could be sold. It is probably safe to say that in most

cases the expenditures would not be unduly high in

view of the costs nor the prices unduly low in view

of the utilities produced. So long as the conditions

remain unchanged it is quite possible that the saving
of the forest material now lost would not result in any
increase of industrial efficiency as a whole. Never-

theless the wastes represent inefficiency. What is

needed is such a change in the conditions or the

methods as would justify the saving of what is now
lost. How this can be done need not be considered

here. The tests 'of efficiency help to show what the

problem is. They do not necessarily throw much

light on its solution.

There are many natural resources which are neces-

sarily diminished by use and which nature will not

replace, at least within a period of time short enough
to be significant for even the most far sighted nation.

This is true of practically all forms of mineral wealth;

and in some cases the amounts available are so limited

as to make their conservation a matter of great im-

portance. Generally speaking the mere fact of use,

however great that use may be, cannot properly be

condemned on grounds of efficiency. Indeed, as will

presently be pointed out, efficiency commonly requires

use. Where, however, use implies exhaustion the

industrial efficiency of a nation over a considerable
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period of time may well be less if resources are ex-

hausted rapidly than if they are exhausted slowly.

Unfortunately little allowance can, in practice, be made
for a consideration of this sort. Very little can be

known as to what the needs of the future will be,

what new resources may be discovered, or what substi-

tutes may be found for those resources now regarded
as essential. Where it is clear that important resources

are being exhausted rapidly, extravagant use may
properly be taken as evidence of inefficiency, even

though the methods used may not be wasteful. What
is perhaps of more importance is the case in which two
different methods are available for accomplishing the

same result, one of which implies a diminution of

resources while the other does not. This is sometimes

the case, for example, with the generation of electricity

by fuel and by water power. Under such circum-

stances the former method may properly be regarded
as the less efficient.

The extent to which use is made of available re-

sources is one important test of industrial efficiency.

It must not be assumed, however, that the fullest pos-

sible use necessarily implies the highest attainable

degree of efficiency, or that the test can be applied

without regard to circumstances. As regards ex-

haustible resources present non-use or partial use may
represent simply postponement, and as has just been

suggested this may be favorable to efficiency consid-

ered with regard to a reasonably long period of time.

Inexhaustible resources, however, may be thought of

as constantly offering services to man, acceptance of

which will not involve any diminution of the services
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which will be offered in the future. Those that are

offered now must be taken now or not at all. Even so,

failure to accept them is not necessarily evidence of

inefficiency. Where resources of any kind are super-
abundant some of them may properly be left unused.

It is true that this superabundance may result from

man's ignorance of the services which they might be

made to render, and when this is so there is unques-

tionably inefficiency. As a practical problem, it how-

ever, is often impossible to say whether or not it is so.

In some instances, it seems highly probable that it is

not. In many places water, for example, seems to

be available in quantities far exceeding any possible

use for it, and while increased knowledge would doubt-

less discover new uses there would still be some surplus.

In other instances it seems highly probable that with

increased knowledge the surplus would disappear.

While, therefore, there are undoubtedly some cases

in which the test is practically useless there are others

in which it can be used to show probable inefficiency

and to suggest a line along which a remedy should be

sought. Where inexhaustible resources are not super-

abundant, even in the light of existing knowledge, and

some lie unused or are not used as intensively as the

conditions would justify, the existence of inefficiency

is fairly clear.

4. The concept of capital is more complex than is

the concept of labor or of natural resources. Even
as to its definition economists are not altogether in

agreement. For present purposes, however, it may be

somewhat dogmatically defined as the product of in-

dustry used for further production. It differs from
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natural resources in two important respects : it em-

bodies human energy already expended as well as raw

materials ;
and it is a form of wealth over the coming

into being of which man has some control. It differs

from consumers' wealth in that it constitutes, not the

goal of industrial activity, but one of the means by
which that goal may be reached. Since it is a product
of industry the waste of capital implies the waste of

labor, of enterprise and commonly the waste of natural

resources as well. More than this, however, is in-

volved. Since capital is wealth used for production
it is wealth set aside from direct enjoyment. In other

words, "waiting" or "saving" is involved. This wait-

ing or saving is the essential function of the capitalist.

Since it is the element of waiting or saving that

especially distinguishes capital from the other factors

of production, it is with the relation between the indus-

trial results of the use of capital and the human energy

spent in accumulating and maintaining it that the

tests relating to efficiency in the use of capital are pri-

marily concerned. Putting it in less technical lan-

guage, whatever makes the saving of a given amount
of capital easier or its use more fruitful, other things

being equal, means an increase in national efficiency.

As in the case of labor and of natural resources the

utility of the industrial result accomplished need not

be considered; and what the capitalist receives must
be regarded as a part of the national product and not

merely an element in the cost. Capital resembles

natural resources more closely than it does labor in the

impersonal relation of the capitalist to industry, and
it is therefore easier to determine just what he does
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receive. On the other hand, capital ordinarily resembles

labor more closely than natural resources in that human

energy is required for its accumulation and main-

tenance.

It may, perhaps, be contended that saving is not a

form of human energy on the ground, first, that it

does not necessarily involve any disutility or hardship

and, second, that it is a purely passive function. The
first objection, even if the fact be admitted, is far

from conclusive. Precisely the same objection might
be advanced in the case of labor, for some work is

pleasurable. It will hardly be contended on that ac-

count that it does not involve the expenditure of

energy. In the second place, it must be denied that

saving is a purely passive function. It obviously is

not in those cases in which disutility or hardship must

be overcome ; and there can be no question that a large

part of the capital in existence was saved under such

conditions. Certainly this is true of the marginal part
of it. Even where it does not involve hardship it

ordinarily requires a motive, and this fact very strongly

suggests the expenditure of energy. It must be re-

membered, moreover, that merely to refrain from con-

sumption is not necessarily to save. To convert wealth

into capital it must ordinarily be made available for

production. This, in virtually all cases, implies the

exercise of will power. If, indeed, it could be shown
that some saving takes place automatically it would

probably be correct to class that part under the head

of natural resources.

In considering the efficiency with which capital is

used attention may be given directly to the character
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and use of capital goods. Clearly there is inefficiency

when materials or equipment are ill adapted to their

purpose or to the conditions under which they are

used. Disproportionately large supplies of materials,

for example, mean waste, not only because provision
must be made for their care and even when such pro-
vision is made there is in many cases deterioration,

but because unduly large supplies of material require

a larger capital investment than would otherwise be

necessary for the purpose. For the same reason idle

machinery or other equipment means waste, and here

the item of depreciation is often very important. In

many cases physical depreciation takes place almost as

rapidly when machinery is idle as when it is in use,

and this is nearly always true of obsolescence. The

inefficiency that is represented by idle equipment is

so great that it has been seriously argued that a six

hour day for labor would not mean less production
than an eight hour day, for even if there were no more

production per hour, two shifts of labor could be used

with much less hardship to the men concerned than

would be possible under the eight hour day. Clearly

the argument does not apply to all industries. There

can be no doubt, however, that in many the increased

efficiency of capital would be at least a partial offset

to the decrease in the amount of labor.

An inadequate, no less than an excessive, supply of

capital goods may be a cause of inefficiency. In some

cases it may mean idleness of plant, equipment and

labor. It may result in inability to supply the finished

product at the time when it is most needed. It may
result in excessive depreciation. Railroad rolling
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stock, for example, should be shopped at certain inter-

vals, but when the amount of rolling stock is inade-

quate this is likely to be neglected, with the result

that cars and engines wear out more rapidly than

would be the case if more frequent examinations were

made and small defects promptly remedied. Besides

this such neglect may result in a considerable increase

in accidents, with all the loss that they imply.

There is a test of a somewhat different sort in the

use of which abstraction is made from the particular

goods in which capital is embodied. Losses of capital

may be clearly seen in the record of business failures ;

and similar losses occur which do not result in insolv-

ency. It is true that in some cases these losses are

to be counted as among the necessary costs of economic

progress. Speculation in many of its forms is highly
desirable under present conditions ; and in any attempt
to prevent the losses care must be taken lest the corre-

sponding gains be also eliminated. Such an attempt
to prevent loss, even though it be successful as far as

capital alone is concerned, may result in a net loss of

efficiency for industry as a whole. Nevertheless,

progress cannot be satisfactorily measured by the extent

of the losses. Many of the latter might be greatly

reduced without any serious adverse effect on progress ;

and an increase in the proportion of gains to losses

is itself an increase in efficiency. Enormous amounts

of capital are lost through fraudulent promotion and

fraudulent management. Possibly even larger losses

take place through promotion and management which

while in no sense criminal are unwise and incompetent.

Even in the case of the most legitimate speculation
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there are some losses which might be avoided through
a better knowledge of the facts and a greater ability

to interpret them.

5. Speculation is strictly a matter of enterprise

rather than of capital, for the enterpriser is primarily

responsible for the way in which industry is conducted.

It is his function to determine in what direction the

industrial powers and resources of the community shall

be utilized. It is he that decides what shall be pro-

duced, when, where, how, and in what quantities. In-

efficiency on his part may show itself in the use of

labor, of natural resources, and of capital. It is, how-

ever, because it is shown in connection with those fac-

tors that efficiency of this sort will here be considered

with special reference to them. The taking of risk,

for example, is distinctly a function of the enterpriser,

but where losses occur it is commonly capital that is

lost. It is well to remember, however, that there are

some forms of inefficiency for which those who are

primarily laborers, owners of natural resources, or

capitalists, are primarily responsible, even though some

degree of enterprise on their part is involved. The
conservative investor, for example, is primarily a capi-

talist ; but as a practical proposition he must select his

investments, and in doing so must take some risk.

While the efficiency or inefficiency of enterprise

almost necessarily shows itself in the efficiency or in-

efficiency with which the other factors of production
are utilized, and is to be judged accordingly, it is some-

times well to apply a test directly to enterprise itself.

The direct tests are those which have to do with

the relation between the industrial result accomplished
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and the available human capacities for the direction of

industry. As regards the utility of the industrial result

the enterpriser has a responsibility which those who

represent the other factors of production do not, but

even his responsibility is limited. It is his function

to interpret correctly the demands which society makes

upon industry, but, as enterpriser, it is not his function

to pass judgment on those demands. This does not

mean, of course, that he has no responsibilities as a

citizen or as a moral being or that, in case of conflict,

his responsibilties as enterpriser outweigh his respon-
sibilities in other capacities. As is true with regard
to the other factors of production, what the enterpriser

receives is a part of the industrial product and not

merely an element of the cost. His relation to indus-

try is, in many cases, a personal one, though in others

it is not. When it is the principles which apply on this

account to labor apply also to enterprise, though com-

monly with less force.

Since it is the function of enterprise to direct indus-

try, the enterpriser should be able to make full use of

the knowledge available in regard to business needs,

methods, and conditions, and to increase that knowl-

edge. He should know his business thoroughly. He
should be quick to learn of any changes that take place,

to appraise them accurately, and when desirable to

make use of them. More than this, enterprisers, in-

dividually or collectively, as occasion may require,

should be able to see what changes are desirable and to

put them into effect. This implies not only the full

development of the business units, separately consid-

ered, but the establishment of the best possible relations
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between them. In the case of an electrical company,
for example, it is a function of the enterpriser to bring
about the discovery and putting into effect of a use for

the off-peak load. In some cases this may involve

the extension of the functions of the electrical com-

pany itself, and in others the establishment of new
relations with separate companies. Business associa-

tions and combinations are primarily matters of enter-

prise, and are of great importance in connection with

the subject of industrial efficiency.

A closely related test is the extent to which the

enterprising ability employed in production is actually

directed towards its increase. Many of the "costs of

competition" appear clearly in connection with the other

factors of production ; but it should be remembered that

there is a further loss when the enterprising ability

employed by one business concern is used merely to

duplicate or offset that employed by another. A loss

of this character is the more serious when the coopera-
tion of those representing enterprising ability would

lead to greater results than when one of them is acting
alone. While the way in which efficiency can be in-

creased is not under consideration at this point, it is

worth noticing that evidence of inefficiency resulting
from competition is not proof that a combination pos-

sessing a high degree of monopoly power is desirable.

Not only must the efficiency of such an organization
itself be considered, but even if it be found to be su-

perior to that of the best of the competitive concerns

the case is not entirely closed. One of the chief

criticisms of monopoly is that it is lacking in enterprise.

This does not necessarily mean that the enterprise



THE FACTORS OF PRODUCTION 59

actually used is used inefficiently, but that the amount

used is too small. The men upon whom the respon-

sibility for the concern rests are comparatively few in

numbers, and even if they devote themselves to business

as assiduously as those at the head of a competitive

concern, they might not accomplish as much as a con-

siderable number of the latter.

While a distinction must be made between the

amount of enterprise and its efficiency, it would appear
that the failure to develop and use the enterprising

ability of the men employed should be set down as in-

efficiency. It is true enough that an employer may
take the view that his employees are not "paid to

think/' but to obey orders. Nevertheless the time and

energy of the employee are devoted to industry, and

in so far as they are not utilized in the best manner

there is loss of efficiency. Theoretically it is possible

to distinguish between enterprise and labor, and for

many purposes it is very desirable to do so, but as a

practical proposition they are both embodied, though
in varying degrees, in the same individual. Where
human energy, whether in the form of labor or of

enterprise, is at the command of industry and not

available for other purposes, it should be regarded as

in the industrial process, even though no use is made
of it, and should be taken into account in judging

efficiency. In so far as industry is so organized or

so conducted that it fails to utilize this there is waste.



CHAPTER IV

THE SIGNIFICANCE OF NATIONAL INDUSTRIAL

EFFICIENCY

I. THE question may perhaps be raised as to why,
in a study of industrial efficiency, such as this is in-

tended to be, the matter should be considered from a

national, rather than from a cosmopolitan, or humani-

tarian, point of view. Not only must it be conceded

that mankind is more important than any nation, but

excessive emphasis on nationalism is regarded by many
as among the chief causes of the Great War. There

are, however, at least two good reasons for taking the

narrower point of view. In the first place, as a prac-
tical proposition, it is chiefly by the nation that any
broad plan for securing industrial efficiency must be

put into effect. In the second place, a nation is not

ordinarily an arbitrary aggregation or association of

individuals, but a social entity, justified not only by
the aid and protection that it gives its members, but

by the function it has to perform in the development of

civilization. While an excessive emphasis on national-

ism is possible, and is dangerous from a national as

well as from a social point of view, it does not neces-

sarily follow that the organization of the peoples of

the world into great nations is an evil or that the spirit

of patriotism should be repressed.
60
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Broadly speaking, the nation is the most compre-
hensive form of organization by which a definite eco-

nomic policy can be given effect. In some instances,

no doubt, such a policy may be imperial, rather than

merely national, in scope ; but for the purpose in hand

the distinction between the nation and the empire is

not of great importance and may safely be ignored.

The significant thing is that the peoples of the world

are organized into great political units, of which the

nation is typical ;
but there is, as yet, no well established

organization of the world as a whole, or even of the

civilized portion of it. Not only is this true, but at

least until very recently there has not been so much
as a general recognition of the unity of interest on

which a world policy must be based. The nations

have not even been able to cooperate to an extent suffi-

cient to keep the peace. Internationally, the condition

that has long prevailed and, except as modified by
recent developments, still prevails is literally so near

to being one of anarchy that the term may properly
be applied to it.

The policies of the nations in their dealings with

each other are, of course, greatly influenced by what

is called international law. Unfortunately the term

is hardly warranted, for such law has no real sanction.

It rests chiefly on precedents, customs, understandings,
formal agreements, and the like; but such influences

as these are not, theoretically at least, incompatible
with anarchy. Indeed it is very largely upon them

that the more intellectual anarchists rely for support
in their contention that anarchy within the nation

would not result in social chaos. It is true that the
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roots of the Common Law are to be found in such

influences, but they are not themselves law nor do they

necessarily embody it. Law arises only when they
are recognized and the conduct that they prescribe is

enforced by the state. In the same way, international

precedents, customs, understandings, agreements, and

the like can develop into real international law only
when they are recognized by the nations as matters

of common concern and the conduct which they pre-

scribe will be enforced, if necessary, by others than the

parties most directly interested and their allies. To

say this is not to deny that what is called international

law is of great importance under existing conditions.

It undoubtedly exercises a strong influence in the pres-
ent and lays the foundations for real international

law in the future.

ThereTare those who are opposed to international law

as that term is here used on the ground that it implies

something in the nature of a "supergovernment" and

a limitation of national sovereignty. To advance this

objection is to imply that international anarchy is

preferable to international law, for unquestionably in-

ternational law must impose limitations on the right of

a nation to be its own judge in all disagreements that

it may have with other nations. In a sense an organi-
zation which determines what the international law in

any particular case is and provides for its enforcement

must be a "supergovernment." It is not implied, how-

ever, that it could exercise any arbitrary powers. It

might be strictly constitutional in character and nar-

rowly limited in scope. Undoubtedly the first steps

towards its establishment should be cautious and ten-
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tative, but some steps should be taken. The alter-

native to international law is international anarchy.

It is highly improbable that any international organi-

zation that might properly be formed under existing

conditions could, in the immediate future or for a long

time to come, exercise much direct influence on indus-

trial efficiency. Something might be accomplished

through the maintenance of conditions favorable to

international agreements; but in the main it is prob-
able that the nations must long remain the largest

economic units into which society is organized. That

this should be so is not wholly undesirable. It must

be remembered that the nation, as it exists today, is

not a mere creature of man, but is a result of evolution.

It is appropriate to a certain stage in social develop-

ment; and until that stage is past the nations should

continue to exist. Whatever else may be said of it,

each nation embodies certain characteristics, institu-

tions, and ideals which, under favorable conditions,

may constitute its contribution to civilization. In

some cases the potential contributions of the different

nations are not incompatible ; and the progress of civili-

zation may be peaceful. In other cases conflict of

some sort is inevitable; and each nation must serve

as the champion of its own characteristics, institutions,

and ideals.

While this is not the proper place in which to discuss

at length the functional character of the nation, there

are a few points that should receive notice. In the

first place, it is not necessarily implied that a nation

exists solely for the purpose of spreading its own par-

ticular qualities. It is not even implied that any such
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purpose is deliberately pursued. It is enough that the

nation performs this function. In the second place,

nothing is implied as to how a nation comes to have

those qualities. It may be, as is sometimes said, that

the reasons for them are to be found exclusively in

its history and environment. In the third place, it

must not be taken for granted that the things for which

a nation stands are necessarily the same at all times.

They are at least subject to development, and this

development may involve considerable modifications.

In the fourth place, it is quite possible that the things
for which a given nation stands may be evil instead of

good. Which they will be depends not merely on the

nature of those things, but on the attendant circum-

stances, among the most important of which is the stage

of development that civilization has already attained.

The desire for imperial power, for example, may, under

certain conditions, be justified from a social point of

view. Under other conditions the interest of civiliza-

tion may demand its suppression, even though this

imply the destruction of a nation having many valuable

and noble qualities.

2. There are few problems now before the

American people that are of even approximately equal

importance with that of securing a high degree of

industrial efficiency. Upon progress towards its solu-

tion depends the material prosperity, and not improb-

ably the life of the nation. Doubtless an increase in

efficiency is not enough. Hard work, for example, is

essential to great accomplishment. Unlike efficiency,

however, hard work, at least when carried beyond a

certain point, is opposed to well-being. What is of no
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less importance, the possibilities that lie in this direction

are limited; and an increase in efficiency is a means

whereby hard work can be made to accomplish a maxi-

mum result.

The prosperity of a people means, of course, the

prosperity of individuals ;
and for the great mass there

is ample room for improvement. To bring this about

the general level of efficiency must be raised. Even
under a system in which distribution is based chiefly

on contributions to production, a man's income does

not depend entirely on his personal work and efficiency.

No doubt an increase in personal efficiency will ordi-

narily result in either increased income or increased

leisure, but how great the results of his own activities

will be cannot be considered apart from his economic

environment. It depends very largely upon the coop-
eration of those with whom he works, upon the tools

and materials that he uses, and upon the way in which

industry is organized. This means that, even as a

producer the results of his efforts depend largely upon
others, considered not merely as individuals, but as

parts of organized industry. Even as a consumer he

is not independent, for he must buy nearly all the things
he needs ;

and the price, in the results of his own activi-

ties, that he must pay depends very largely on the

efficiency with which those things are produced.

Looking at the matter in a somewhat different way,
it is evident that the total amount available for distribu-

tion is the total amount produced, less the amounts

consumed in the process of production. It is true that

the system of distribution may be such that not all

will share in the advantages of a large net product.
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In so far as this is the case a proper change in the

system of distribution would be a partial solution of

the problem; but unless it reacted upon production in

such a way as to bring about an increase in efficiency

it would be only a partial solution. Under any system
of distribution a large net product is essential if each

is to receive a large income.

As regards the possible benefits that could be secured

through a change in the system of distribution there

are at least three important considerations that should

be taken into account. In the first place, as has ap-

peared in connection with discussions of the "living

wage," the total income of the United States, if equally

divided, would at best be barely sufficient to provide
each with the income he should have if a reasonably

satisfactory standard of living is to be maintained.

Little or nothing would be left from which to offer

rewards for any special contributions to production.
In the second place a great part of large incomes is,

under existing conditions, converted into capital, and

in this way serves to increase production. From a

national point of view, no doubt, even this part might
in some instances be more wisely utilized than it is;

but the gain would be only the difference between the

benefits resulting from the new use and those resulting
from the old. In the third place, in so far as incomes

are really earned they are, in an important sense,

produced by those who receive them
;
and to take them

from the producers would, at least if the policy were

carried beyond certain limits, seriously discourage pro-
duction. Just what these limits are must depend upon
a number of considerations that cannot here be con-
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sidered. It is clear that fairly heavy taxation can be

borne, even when it falls on earned incomes, especially

when the taxpayers feel that it is really collected for

the common benefit and that the distribution of the

burden is a fair one. There are some reasons for

thinking, however, that taxation is now being carried

to the point where the discouragement of production
is a serious consideration; though this is probably to

be attributed to the method of taxation as well as to

the amount. In so far as the products of industry
are wastefully consumed the evil of some diminution

of production might be small as compared with the

good that would result from a change in the distribu-

tion of what was left. In this connection, however,

the second point just considered must be borne in mind :

in so far as even unearned incomes are wisely used

the net gain that could be secured from diverting them

to some other use would be far less than the gross.

In view of such considerations as these, it is mainly

upon an increase in industrial efficiency that reliance

must be placed for securing any great advance in the

material well-being of the people. Not only this, but

an increase in efficiency is practically necessary if the

present level of well-being is to be long maintained.

Even in America the pressure of population on sub-

sistence is making itself felt. The frontier is gone.

Generally speaking, production can now be increased

only by harder work or by improved methods. It is

true that there are some resources in the hands of

private persons that are used little, if at all. Arrange-
ments by which these would be properly utilized would
be a step in the direction of efficiency. It is true also,
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as has just been pointed out, that something might be

gained by a better distribution and use of some of the

income now available. The possibilities that lie in a

better distribution of resources or of income, however,

are limited, and the problems connected with their

realization are very difficult. In so far as improve-
ments of this sort are practicable they should be made ;

but even so far as they are practicable they are in most

cases less desirable than would be in increase of incomes

resulting from increased efficiency.

3. Industrial efficiency is of importance, however,
not only because of its direct effect on the well-being of

the people in the manner just considered, but because

the place of the nation in the world, if not its life, is

at stake. To those who look upon the nation as em-

bodying ideals for which its citizens should be willing

to make a supreme sacrifice this will be the more im-

portant consideration. Even from a less idealistic

standpoint the success of the nation has such indirect

effects on the individual prosperity of its citizens as to

make neglect of the means by which such success can be

secured a very shortsighted policy. Were one nation

to secure dominance over the world today, it is highly

improbable that it would simply absorb the people of

other nations and make them a part of itself, thus

making them sharers in its own success and prosperity.

Even if it were willing to do so it would, in all prob-

ability, be impossible. It is true that, quite apart from

colonial systems, great nations have arisen from the

union of peoples that were once independent; and this

movement will doubtless continue. It is possible that

eventually the entire world will be organized under
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one government, in which the interests of all shall

receive due consideration. Before that can happen,

however, considerable changes in human nature must

take place. In the meantime the peoples of the world

will continue to be organized into nations, each of

which will be primarily concerned with the interests

of its own people.

Nations, no less than men and the lower forms of

life, are engaged in a great evolutionary contest. In

this contest the fittest survive and, upon the whole,

dominate. The least fit generally perish. Between the

two extremes there are many who survive and hold

a more or less subordinate place in the scheme of

things. By fitness is, of course, meant adaptation.

The fittest are those who best fit themselves to the

conditions or the conditions to themselves. In so far

therefore as the survival of the nation, with the ideals

for which it stands, and a high position in the world

are desirable, it is a matter of vital importance that

the national life be so organized as to secure fitness for

success in the evolutionary struggle.

During perhaps the greater part of the history of

mankind military power has been the most conspicuous,
if not the most important element in group success. 1

The significance of military efficiency was particularly

obvious during the stage of development in which sub-

sistence was secured chiefly by direct appropriation.
Even after industry had made considerable progress

military strength was still of very great importance.

*Cf. Edward Van Dyke Robinson, "War and Economics in

History and Theory,*' Political Science Quarterly, Vol. XV,
pp. 581-622; reprinted in Carver, "Sociology and Social Progress/'
Ch. IX, pp. 133-173.



68 NATIONAL INDUSTRIAL EFFICIENCY

as has just been pointed out, that something might be

gained by a better distribution and use of some of the

income now available. The possibilities that lie in a

better distribution of resources or of income, however,
are limited, and the problems connected with their

realization are very difficult. In so far as improve-
ments of this sort are practicable they should be made ;

but even so far as they are practicable they are in most

cases less desirable than would be in increase of incomes

resulting from increased efficiency.

3. Industrial efficiency is of importance, however,
not only because of its direct effect on the well-being of

the people in the manner just considered, but because

the place of the nation in the world, if not its life, is

at stake. To those who look upon the nation as em-

bodying ideals for which its citizens should be willing
to make a supreme sacrifice this will be the more im-

portant consideration. Even from a less idealistic

standpoint the success of the nation has such indirect

effects on the individual prosperity of its citizens as to

make neglect of the means by which such success can be

secured a very shortsighted policy. Were one nation

to secure dominance over the world today, it is highly

improbable that it would simply absorb the people of

other nations and make them a part of itself, thus

making them sharers in its own success and prosperity.

Even if it were willing to do so it would, in all prob-

ability, be impossible. It is true that, quite apart from

colonial systems, great nations have arisen from the

union of peoples that were once independent; and this

movement will doubtless continue. It is possible that

eventually the entire world will be organized under



THE SIGNIFICANCE OF EFFICIENCY 69

one government, in which the interests of all shall

receive due consideration. Before that can happen,

however, considerable changes in human nature must

take place. In the meantime the peoples of the world

will continue to be organized into nations, each of

which will be primarily concerned with the interests

of its own people.

Nations, no less than men and the lower forms of

life, are engaged in a great evolutionary contest. In

this contest the fittest survive and, upon the whole,

dominate. The least fit generally perish. Between the

two extremes there are many who survive and hold

a more or less subordinate place in the scheme of

things. By fitness is, of course, meant adaptation.

The fittest are those who best fit themselves to the

conditions or the conditions to themselves. In so far

therefore as the survival of the nation, with the ideals

for which it stands, and a high position in the world

are desirable, it is a matter of vital importance that

the national life be so organized as to secure fitness for

success in the evolutionary struggle.

During perhaps the greater part of the history of

mankind military power has been the most conspicuous,
if not the most important element in group success.

1

The significance of military efficiency was particularly
obvious during the stage of development in which sub-

sistence was secured chiefly by direct appropriation.

Even after industry had made considerable progress

military strength was still of very great importance.

*Cf. Edward Van Dyke Robinson, "War and Economics in

History and Theory," Political Science Quarterly, Vol. XV,
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It may seem, especially in view of the Great War, that

it is of no less consequence today than it ever was.

Certainly military efficiency has an importance that

cannot be denied ; and failure to make adequate provi-

sion for national defence is to court the gravest
disaster. It is clear, however, that under modern con-

ditions, industrial efficiency is one of the first essen-

tials to military strength. A modern war is fought as

truly in the factories and workshops as it is in the

trenches. One of the chief sources of strength of the

Central Powers, as has already been pointed out, was

to be found in Germany's efficient industrial system,
which for a long time made it possible to keep their

armies supplied with all things needful.

But while war is the most conspicuous and the most

drastic form taken by the evolutionary struggle among
nations, it is by no means the only form

;
and there is

no adequate reason for thinking that the contest would

cease if international anarchy were replaced by inter-

national law. Certainly the maintenance of law and

order within a nation does not terminate the contest

between individuals. It does, however, cause it to

assume new forms, among the most important of

which is competition.

4. From an evolutionary point of view competi-
tion is a contest no less real and no less significant than

actual fighting. Within the nation those who are most

successful in the field of business not only secure

wealth, with all that wealth can give, for themselves

and those in whom they are interested ;
but they attain

positions of preeminence and power. The use of capi-
tal not their own is entrusted to them, commonly



THE SIGNIFICANCE OF EFFICIENCY 71

through the corporations that they control. It is they

who are the great employers of labor. Because of

their ability to use natural resources they can offer

a price for them that will not ordinarily be refused.

Those who attain success in a less degree attain posi-

tions of less power and influence. The tragedy to

those who are unsuccessful and who must face years

of poverty is, perhaps, not less than that of those who
are defeated in a more primitive form of contest.

Competition, however, has at least the advantage over

fighting that there is a closer connection between the

ability to secure control of economic resources and the

ability to use them effectively. Under better condi-

tions this connection would be closer than it is, but the

contest would not cease.

There is much reason for thinking that the analogy
between the individual and the nation in this matter

is a close one. It is, indeed, easier to conceive of a

self-sufficing nation than of a self-sufficing individual;

yet it is hardly practicable for a people possessing great
natural resources to shut itself within its own borders

and to have no dealings with the peoples of other

lands. Even if international law were well developed
and well enforced it would probably not permit any-

thing of this sort ; and, under ordinary conditions, it

is only a backward and unambitious people that would

wish to pursue such a policy. If, however, a people
has intercourse with others the evolutionary contest

takes place. Probably the economic contest among
nations will differ in some important details from the

similar contest between individuals, but it will not be

fundamentally different in character.
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A country with considerable natural resources which

it is unable to utilize effectively offers an inviting field

for economic activity on the part of citizens of more

highly developed lands. In the case of backward

nations the result is likely to be the granting of "con-

cessions" and the making of contracts with foreign

corporations that are highly favorable to the latter.

While, unhappily, fraud and even force have some-

times played their part in securing such advantages,
a large element in most cases, and the only element

in some, is the fact that the foreigners can pay a large

price for the advantages they receive. It is in this

way that some countries can most readily secure the

building of railways and the establishment of indus-

tries necessary for their development. It must be

recognized, however, that the steps from foreign eco-

nomic activity, through foreign influence, to complete

foreign control are often few and short. 2 Whether
or not these steps will be taken would seem to depend
on the special circumstances of each case.

One of the most important of such circumstances is

the capacity of the people to learn to use their resources

effectively, and to assume industrial leadership. In

some cases foreign activity may have an educational

and stimulative value to which the natives will readily

respond. Under such circumstances, if conditions are

otherwise favorable, foreign influence may weaken,
as it has in Japan. In other cases the people may have

considerable potential capacity, but unless protected

"
Cf. Kemmerer, "Theory of Foreign Investments," Annals

of
the American Academy of Political and Social Science" Vol,

LXVIII, November, 1916, p. 2.
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in some way, may lose their opportunity for indepen-
dent development before this capacity can be realized.

It is probable that something of this sort would have

happened in China long ago, had it not been for a

balance of power among some of the interested nations,

and a policy favorable to Chinese independence on the

part of others. Even as things are the independence
of China is far from being unqualified. The influence

of the Monroe Doctrine, which has received but little

sympathy from any European power of the first rank

except Great Britain, has been favorable to the in-

dependent development of the Latin-American re-

publics. With its implied assumption of superiority

the Monroe Doctrine has, not unnaturally, been a

source of irritation to the republics themselves; and

the United States may well view with satisfaction their

development beyond the point where it is really needed

for their protection.

When a country offers great opportunities for

foreigners, not because of the industrial inferiority of

its own people, but because of the abundance of its re-

sources, the results are likely to be quite different.

Foreign capital will, indeed, seek investment; and it

will be welcomed, but it is much more likely to enter

through the instrumentality of domestic corporations
and under domestic leadership. This has been notably
the case in the United States and in the self-governing
colonies of Great Britain. The situation is not entirely

without its dangers, but these are likely to be of

relatively small importance and to diminish and even

to disappear with the passage of time. Where the laws

and institutions are favorable to the successful conduct
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of industry, foreign capital has little excuse for de-

manding specially favorable terms.

5. It is not only through the development of re-

sources by foreign enterprise and foreign capital that

a people may be relegated to a subordinate position or

entirely obliterated. Under certain conditions large

numbers of foreigners may come in person, and in-

stead of becoming identified with the native population,

may take more or less peaceful possession of the

country. They may secure control of the resources

by offering a price that the natives will not refuse.

They may become dominant in industry, commerce,
and finance by rendering better service or by rendering

equally good service at a lower price than the natives

are willing, or perhaps able, to do. Of course it does

not necessarily follow that they will make the country

entirely their own ; but dominance in economic matters

certainly gives the newcomers a decided advantage.

Eventually the original occupants may be forced to

take a distinctly subordinate position or may even be

eliminated. In some cases they may be absorbed by
the newcomers.

It must not, of course, be assumed that large immi-

gration will necessarily prove an evil, even from the

point of view of the nation to which the immigrants
come. On the contrary, in some cases they may be-

come an integral part of the nation and may be a source

of economic and social strength to it. They may
therefore contribute greatly to its ability to serve its

own people and mankind. Much of the immigration
from Europe to the United States has been of this

character. It should be clearly recognized, however,
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that nation building of this sort is not always the re-

sult of immigration. Quite aside from the introduction

of elements that are themselves undesirable, its some-

times happens that the immigrants and the natives are

so different in character or in civilization that they
cannot be amalgamated into one people. When this

is the case immigration, if extensive enough to be of

importance, may be regarded as a sort of invasion.

Though non-military in character, it is a phase of the

evolutionary struggle between peoples. In the end

the country is likely to belong to one or the other of

them.

From the point of view of humanity at large, peace-
ful conquest of this sort is not necessarily a matter for

regret. It is largely through the rise of the superior
elements that progress takes place. It would be un-

fortunate, to say the least, if a distinctly inferior people

should remain indefinitely in control of resources of

which they could not make effective use. It must not

be hastily assumed, however, that in all cases in which

the immigrants tend to replace the native population

this is due to any real superiority of the former. The
fact that they tend to become dominant may, indeed,

show fitness in the evolutionary sense ; but it does not

necessarily show that they are best qualified to con-

tribute to the welfare of humanity. It is quite con-

ceivable that a people should devote itself too largely

to industry to the exclusion of other things, and work

hard and long while maintaining a low standard of

living. Under certain conditions this might constitute

fitness ; but it might nevertheless be undesirable, from

the point of view of humanity, that such a people
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should replace one possessing certain other qualities.

In the same way a military people might replace an

industrial one ; but the result would not, in most cases,

be social progress.

It is not to be expected, of course that the nation

directly concerned will look at the matter from a dis-

interested cosmopolitan standpoint. Indeed, it is

hardly possible, at the present stage of human de-

velopment that it should do so; nor as far as the

evolutionary struggle is the most effective means by
which future development can be brought about, is

it desirable. It is, therefore, entirely natural that

when the competition of immigrants makes itself

strongly felt by the natives, a policy of total or partial

exclusion should be adopted. There are a number
of considerations having little direct bearing on the

production of wealth that may justify such a policy.

It should not be overlooked, however, that the result

may well be to place the evolutionary struggle on a

military, rather than on an economic, basis. This does

not mean that war will necessarily result, for the na-

tion adversely affected will take many things into

account in deciding on its own policy. It is natural,

however, that a nation in which the pressure of popula-
tion on resources was keenly felt should regard the

exclusion of its people from the resources of another

as a real grievance. Where these resources are rela-

tively large as compared with the needs of the people

holding them, a policy of exclusion has some of the

aspects of a dog in the manger policy. In reality the

future of its own generations may be at stake. It

seems unlikely, however, that under existing conditions
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a people having large resources, but lacking the ability

to defend itself in a military way, or to call powerful
nations to its defense, would be permitted to exclude

immigrants from strong nations, should they wish to

come in large numbers.

6. In emphasizing the importance of industrial

efficiency it should not be forgotten that great riches,

or a large income, are not of themselves sufficient to

insure national health and prosperity. What else is

needed to make a nation worthy of a high place in the

world and one in which citizenship is especially desir-

able cannot here be considered in detail or at length;
but the opinion may be expressed that there are

spiritual possessions or characteristics that are of no

less importance than the material. Even on the most

materialistic basis, however, strength and happiness
are not dependent solely on economic wealth or income,

important as these are. It is at least conceivable that

in some cases industrial efficiency can be secured only
at a great cost in some other direction. When this

appears to be the case a method of reconciliation should

earnestly be sought; and if none can be found a com-

promise, rather than a complete sacrifice of any im-

portant requirement of national welfare should

ordinarily be made.

Under present conditions military strength, for

example, is unhappily, a necessity. To secure it time

and energy must be utilized which, under more favor-

able conditions, might be devoted to the production
of wealth or to some other great object of human en-

deavor. So far as this means merely that less is put
into the production of wealth the question is not one
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of efficiency; though the evil may be a serious one.

It would seem, however, that much of the effort de-

voted to the development of military strength might
be so used as to make industry not only more produc-

tive, but more efficient. On the other hand, it must

be remembered that military strength is largely de-

pendent upon industry; and because this is so mili-

tarism furnishes a motive for the development of

industrial efficiency. In some cases things may be

done as an incident to the development of military

strength which also serve to increase industrial

efficiency. Most of the proposals for a national system
of military training in the United States, for example,
contain some provision for vocational education; and

this might easily bring about an increase of industrial

efficiency that would more than compensate for the

loss of time which the military training would involve.

It is, indeed, quite possible that many of the militarists

regard the provision for vocational education as a con-

cession that must be made in order to get their plan

adopted, though others doubtless realize that it is one

of the things needed for military strength.

While, however, militarism may not be incom-

patible with a high degree of industrial efficiency and

may even be favorable to it in some respects, the

passing of the evolutionary struggle between nations

from a military to an economic stage is highly desir-

able. If militarism makes some contributions to in-

dustrial efficiency it also uses the fruits thereof

extravagantly. If the need for military strength could

be abolished at some cost in efficiency, it is by no means

certain that a nation would be worse off, even from
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a strictly economic point of view. It must not be

assumed, however, that if the need for military strength
were removed industrial efficiency would be reduced.

The contribution of militarism, after all, has consisted

largely in furnishing a motive; and when the signifi-

cance of efficiency is fully understood it may be doubted

whether the military motive is really needed.

7. While a diminution of the importance of mili-

tary strength might well be viewed with satisfaction,

there are some social institutions the decline of which

would generally be conceded to mean serious national

loss. One of the most important of these is democracy.
Between industrial efficiency and democracy, however,

there is, at least apparently, some incompatibility. In

most lines of industry efficiency requires production on

a much larger scale than would be possible were each

worker independent. The typical form of industrial

organization in such cases is the corporation. The

great mass of workers are employees; and though in

some cases labor unions have considerable bargaining

power as regards the terms of employment; it can

hardly be said that the employees have much voice

in the control of industry. Even if each corporation
were completely democratic so far as those directly

connected with it as producers were concerned, real

industrial democracy could hardly be said to exist

unless the consuming public were fully represented. In

some cases, of which the railroads furnish a good

example, a certain element of democracy is introduced

through public regulation, but even here it will hardly
be contended that real democracy exists, even so far

as the general public is concerned. As regards most
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industries power is largely, though not exclusively in

the hands of a comparatively small number of men;
and in the exercise of it they are not, as a rule, subject

to any great degree of responsibility. The centraliza-

tion of power, however, seems, under present condi-

tions, to be in the interest of efficiency; but it can hardly
be said that industry is itself democratic or altogether

consistent with political democracy.

Upon the whole such evidence as is available seems

to point pretty clearly in the direction of a still greater
centralization of power; though in some cases the

democratic influence of public regulation must be taken

into account. In manufacturing the tendency towards

greater centralization is clearly shown by the census

figures. Between 1899 and 1919 the number of manu-

facturing establishments in the United States increased

from 207,514 to 290,105, or 39.8 percent. During the

same period the number of salaried employees increased

from 364,120 to 1,447,227 or 297.5 percent, and the

number of wage earners from 4,712,763 to 9,096,372
or 93.0 percent.

8 The dissolution of a few great trusts

*The figures showing the number of establishments, salaried

employees, and wage earners were taken, and the percentages
computed, from the Abstract of the Census of Manufactures for

1914, p. 16 and for 1919, p. 12. A little computation from the

tables on page 391 of the Abstract for 1914 and page 354 of the
Abstract for 1919 shows that in 1909 62.2 percent of the wage
earners in manufacturing industries were employed by concerns

having more than 100 employees, whereas in 1919 the percentage
was 70.9. Though taken from different volumes of the Abstract
the figures are apparently fairly comparable for the intervening
figures are the same in both volumes.
The figures for 1919 are perhaps made abnormal by the

Great War. It is worth noticing, therefore, that the increase in

the number of establishments from 1899 to 1914 was 32.9

percent, in the number of salaried employees 164.8 percent, and
an the number of wage earners 39.3 percent. The percentage of
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is of little significance as far as the general movement

is concerned. Even when a dissolution takes place the

number of independent companies formed as a result

is likely to be small. The American Tobacco Company
gave way to only seven "successor companies/' so far

as the manufacture of tobacco was concerned, and the

International Harvester Company to three.

There are some students of industrial conditions

who feel that, in the interest of democracy, the tend-

ency towards centralization should be checked; and

especially that the trusts should be suppressed, even

though this should mean some sacrifice in efficiency.

While there are many, however, who believe that the

trusts are not really as efficient as somewhat smaller

concerns, there are few, if any, who believe that a re-

turn to small scale production is either practicable or

desirable. Business must remain largely in the hands

of great corporations.

A compromise between efficiency and democracy can

be justified only so far as no satisfactory means of

reconciliation can be found. Such a compromise

necessarily means loss in both directions. The nation

that can best reconcile them is in a position not only
to increase the well-being of its people, but to

strengthen itself in the evolutionary struggle. That

efficiency and democracy cannot be reconciled, at least

in a large measure, seems improbable. It must be

recognized that democracy, or its lack, consists not in

the degree of organization, but in the way in which

power is distributed. If the trusts, for example, are

wage earners employed by concerns having more than 100 em-

ployees increased from 62.2 in 1909 to 65.1 in 1914.
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undemocratic it is because the men who are in control

of them are neither chosen by nor responsible to those

who have a legitimate interest in them. The bearing of

the centralization of power on industrial efficiency and

the conditions under which such power may be more

widely diffused will be considered in the following

chapter.

It should be noticed here, however, that even at the

present time there are some successful business or-

ganizations in which an extraordinarily large degree of

democracy is to be found. This is true of some of the

farmers' distributing companies, of which the Cali-

fornia Fruit Growers Exchange is perhaps the best

known example. This is a large and complicated

organization. Within it are a number of district

"exchanges," which are themselves divided into local

associations. It controls about three-fourths of the

citrus fruit shipped from California. It is a coopera-
tive association, its members being the fruit growers
whose products are handled through the Exchange.
It is true that it does not, by any means, represent

complete democracy in industry. It is the members,

rather than the employees or consumers who have con-

trol. These members, however, are numerous, and

may properly be regarded as workers, though they are

much more than mere laborers. Such an organization

is nevertheless far more democratic than is the ordinary

corporation. Were it typical of industrial organiza-

tion, a part, though only a part, of the problem of the

reconciliation of efficiency and democracy would be

solved.



CHAPTER V

FUNCTIONAL SPECIALIZATION

i. ENTERPRISE, capital, natural resources, and
labor are all essential to the success of industry. Each
therefore constitutes a national interest of vital impor-
tance. Under present conditions the great majority of

men are primarily interested in one of these, though
many have a direct interest in more than one, and
there are a few whose direct interest in two or more
are so nearly equal that it is difficult to tell which really

occupies the first place. Of course practically all men
are interested in the success of industry and have

therefore at least an indirect interest in all the factors

that are essential to it. Generally speaking, however,
there is one factor with which each producer is

specially connected and on which his attention is

centered. Specialization of interest, however, goes
much further than this, for each individual is primarily
concerned with the satisfaction of his personal desires.

This generally includes the welfare, as he sees it, of

those who are dependent upon him; and in some cases

his desires are distinctly altruistic in character. Self-

interest, however, even when the term is broadly used,

is readily distinguishable from the national or group

interest, and is ordinarily the chief motive for indus-

trial activity.

83
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According to the laissez-faire theory, it is through
the pursuit by each of his own interest, subject only
to such regulations as the exclusion of fraud and vio-

lence, that the interest of all, both individually and

collectively, will best be advanced. Unquestionably,

competition does, under certain circumstances, result

in such large rewards for those who serve society well

as to make it decidedly to their interest to render such

service. Unregulated competition, however, does not

always work in just this way. In many cases the

individual holds a strategic position which gives him

a decided competitive advantage, though he may not

be the one who can render the best service. Not in-

frequently, for example, the employer may, in the

absence of industrial regulation, find it possible to

exploit labor and profitable to do so. Again, com-

petition may be unfair in character without involving
fraud or violence, at least in the sense in which the

older proponents of laissez-faire understood those

terms. Even where competition does reward most

highly those who render the best service, selection often

takes place at a very heavy cost to those who are un-

successful, and through them to society. To some ex-

tent this is now generally recognized, but there is still

a widespread belief in the efficacy of competition, under

normal conditions, for the advancement of national

welfare and for the giving of equality of opportunity
to individuals. Cases in which competition does not

bring about such results are regarded as abnormal. In

the minds of most people there is a strong presump-
tion in favor of competition and, perhaps it is not

too much to say, in favor of laissez-faire.
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Because of the defective working of competition in

many cases, the conflict of interests which undoubtedly

exists, and the prevailing spirit of individualism, in-

dustrial legislation has commonly been regarded as

primarily for the benefit of a particular class or group.
It is true that, under the American system of govern-

ment, a public interest must ordinarily be shown to

justify the enactment of any law, and especially of

one which involves considerable expenditure. Very
commonly, however, the public interest most empha-
sized is that of adjusting conflicts of interest between

opposing groups or of securing the interest of one

without undue prejudice to the interests of others.

"Labor legislation/' for example, is commonly thought
of as legislation for the benefit of the laboring class.

It has frequently been opposed by employers, some-

times, as the event proved, unwisely even for them-

selves. That labor legislation, wisely planned and

executed, will strengthen the nation as a whole, is

sometimes emphasized as an important consideration,

but it is likely to be regarded as an excuse or a justifi-

cation, rather than as a motive for it. The real motive

is commonly thought of as the direct benefit that will

come to labor. The fixing of railroad rates, to take

another example, is commonly thought of as an ad-

justment between the interests of the owners of the

railroads and the shippers. Generally speaking, govern-
mental interference with industry has, in the past, been

mainly protective, rather than constructive in purpose.
It has been designed to prevent evils that arise out of

the competitive system, rather than to strengthen the

economic character of the nation as a whole.
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To the general attitude of the government with re-

gard to industry there have been some important ex-

ceptions. A large amount of constructive work has,

for example, been done by the United States Depart-
ment of Agriculture. For a long time the government
has taken an active interest in the development of

foreign trade. There has been a conscious effort to

develop domestic industries. For some years before

the outbreak of the Great War there were a few indica-

tions of a change in the general attitude. The Federal

Reserve Act was a good example of constructive

legislation. Doubtless it has its merely regulative and

protective features, as it is quite right that it should

have, but in the main it was designed to make the

banking system of the country better organized and

more effective. The Transportation Act of 1920 in-

troduced into a statute that had previously been

primarily protective in character some important con-

structive features.

The entrance of the United States into the Great

War was immediately followed by a very considerable

increase in the economic activities of the government.
Great industrial changes, the normal effect of which

would be to reduce per capita production, were a

natural consequence of the abandonment of neutrality.

Military needs required the diversion to military pur-

poses of a large part of the energy that had previously
been devoted to industry. The nation, therefore,

sought, in an organized way, to develop a maximum

degree of efficiency in the means of production that

were still available. A serious effort was made to

ascertain what were the real resources of the country,
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what agencies were making use of them, what other

agencies could be called into action, and how the differ-

ent agencies could be coordinated and made effective.

Much of the economic activity of the government

during the war was of an emergency character and has

very properly been discontinued. There is little reason

to doubt, however, that during the war it was widely
realized that successful industry is of very great im-

portance from a national point of view. Though there

has been some reaction since the war and though the

need is less obvious, a belief in the national importance
of industry is more widely and more strongly held

today than ever before, and that there is a much

greater readiness on the part of the people at large

to have the government exercise a direct influence on

industry.

How far this is a result of the war it is difficult to

say, for the movement would probably have been in

the same direction under normal conditions. It seems

probable, however, that the war has hastened the move-

ment. The effect of a war is, generally speaking, to

jar the nation and to lessen the strength which the

mere fact of long establishment gives to ideas and

institutions. Obstacles are therefore often removed

quickly which would otherwise be removed but slowly.

It does not follow, of course, that direct operation of

industry by the government is desirable. It is highly

probable that, at least for a very long time to come

the nation will rely mainly on private initiative for

successful industry.

2. There are those who see in any increase in the

industrial activities of the government a movement in
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the direction of socialism. Unfortunately the term

"socialism" is not one with a definite clear cut mean-

ing. Under almost any definition, it does indeed imply
the direction of industry by the people collectively,

and for such direction the government may, of course,

be the instrument. Were this all, to call an increase

in the industrial activities of the government social-

istic would be simply to give it a name. To most of

its friends and enemies, however, socialism implies

much more than this. It embodies a certain social

philosophy and is directed toward a certain goal. So

regarded, industrial activity on the part of the govern-
ment may differ from socialism in spirit, in purpose,
and even, to a large extent, in methods.

Socialism, in most of its forms, is primarily con-

cerned with the distribution, rather than with the pro-

duction, of wealth. Its main object is an economic

system in which a larger amount than at present in

fact the entire net product of industry would go to

those whose incomes are dependent on their daily work
rather than on the possession of property. No doubt

the socialist is interested in a large output; and no

doubt he commonly argues that more would be pro-
duced under socialism than under the present system.
The interest of the socialist in industrial efficiency,

however, though not often absent, is generally

secondary in importance. His main object is to have

industry run exclusively for the benefit of the "work-

ing class" and under its control. Governmental activity

is rather a means to this end than an end in itself.

There was plenty of governmental activity during the

war; but it was not directed towards those things in
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which the socialist, as such, is primarily interested.

There were, of course, many socialists who supported
the war heartily, but it was not because of any direct

contribution which the war was supposed to make to

the advance of socialism. In so far, after the war,

as the government participates in industry with a view

to making it more efficient, but relies mainly on private

enterprise as a means and private interest as a motive,

its activity should hardly be called socialistic.

While any extended discussion of socialism would be

out of place in this connection, there is one phase of

the subject which bears directly on the point here under

consideration. This is the doctrine of the class

struggle. Many types of socialists, especially those of

the Marxian school, hold that society is divided funda-

mentally into two classes, the exploiters and the ex-

ploited. To the latter class belong those who are

personally engaged in the work of production, to-

gether with those naturally dependent upon them, and

whose incomes are primarily payment for labor per-

formed by them. The terms "work" and "labor" are

strictly defined, but not so narrowly as to include only
manual labor. The other class includes those who
derive their incomes chiefly from other sources, espe-

ciallythe possession of property. It is commonlyspoken
of as the capitalist class, though it includes not only

those who provide capital, but the owners of natural

resources and most large enterprisers. It is recognized

that the enterprisers, in many cases, perform labor of

an important sort ; and, under most forms of socialism,

some provision would be made for them. Logically

it would seem that such persons should be paid wages
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rather than allowed to receive profits. Some socialists,

however, would allow the retention of profits by many
small enterprisers, on the ground that such profits do

not amount to more than "wages of management" and

the interests of such enterprisers are, in the main, the

same as the interests of those whose incomes take the

form of wages. Between the two classes there is sup-

posed to be a fundamental diversity of interest, which

can be terminated only by the triumph of the proletariat

and the control of industry by them and for their own
benefit.

While there are comparatively few, aside from the

socialists, who hold to the doctrine of the class struggle
in an unqualified form, there are many who are much
under the influence of its spirit. Society, and especially

those who take part in industry, are thought of as

divided into a number of classes, the prosperity of any
one of which, when not obtained at the expense of the

others, is a matter of comparative indifference to them.

This is strikingly exhibited in the attitude commonly
adopted towards the great corporations. Failure on

their part to make a reasonable profit is frequently

thought of as a matter of but little importance to the

rest of the public, but excessive profits are regarded
as calling for prompt action. Laborers often feel that

the losses of those in control of industry do not con-

cern them as long as wages or working conditions are

not directly affected. In the same way, many of those

who are in charge of business organizations take a

similar view as to the prosperity of the laborers. Cer-

tainly a strong class consciousness exists in many who
cannot properly be regarded as socialists.
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The error most commonly made by those who em-

phasize the idea of the class struggle, whether in a

definite or a vague form, lies not in a belief in the

existence of social classes, but in a failure to recognize
the social functions which each class has to perform.
That there are social classes and that their interests

are, at least to some extent, opposed cannot well be

denied
;

* but it should be recognized that the special

interest of a class is also, at least in many cases, a

genuine social interest, of which the class may properly
be regarded as the representative and advocate. The

personal interests of men are largely bound up with

the social functions that the classes to which they be-

long have to perform. Partly because individual in-

terests are not identical with those of the class, and still

more because the social interest which each class repre-

sents is not the only social interest, laws and other

forms of social control are needed.

The significance of the fact that social classes exist

should not be exaggerated. While there are many
men in each class who are distinctly "class conscious"

there are many who are not. Class lines cannot always
be sharply drawn, and even when they can the interest

of the individual is likely to differ in many ways from
that of the class to which he belongs. If, as is here

contended, many of the existing classes have particular

social functions to perform, the complete dominance

of any one would not necessarily prove, in the long

run, to be in its own interest. This many men recog-
1
It does not, of course, follow that those socialists are right

who hold that there are but two classes, and that one of these

may properly be regarded as the exploiting and the other as the

exploited class.
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nize. Finally, it must not be assumed that all men are

entirely selfish.

There are doubtless some cases in which a class can

exercise power and influence when it has no real ser-

vice to render. This is likely to be true when its posi-

tion has been secured by conquest and is maintained

by outward force. Again, it sometimes happens that

a class has attained a high position by reason of the

service it has rendered, but has ceased to be of import-
ance because its work is done. Under such circum-

stances the class may seek to retain its power and

dignity; and its strategic position may make it hard

to dislodge. Under democratic conditions, however,

it is likely in a short time to become, at most, of little

significance.

3. As an illustration of the way in which great
influence or actual control on the part of one class

really serves the interest of society at large it will be

well to consider first a case that lies outside the realm

of industry. He who sees in the warlike organiza-
tion of society in the middle ages only the dominance

of the military class and the exploitation of the weak

by the strong does not clearly appreciate the nature

of social evolution. It is true that society was mainly
in the hands of the military class. It is true that the

power and influence of this class showed itself in the

government, in the habits and customs of the people,

and that it had an important effect on religion. It is

true that there was exploitation and oppression. It is

also true that all this was largely due to the pursuit

by the military class of its own interest. It is only
when the question of what was the interest of that
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class, as a class, is considered that its evolutionary

significance can be understood.

The function of the military regime was primarily
the establishment of the state and the maintenance of

law and order. On the accomplishment of this end

the development of industry is largely dependent. The

kings of the earth doubtless sought their own happi-

ness, but it is notable that they seemed to find it chiefly

in the greatness of their kingdoms. From the point
of view of the twentieth century their idea of great-

ness may not have been the highest possible ;
but it at

least included the idea of peace at home, and the exten-

sion of organized and unified government over as large

an area as possible. The social ideals of the time

largely favored the military class; but it was not by

making it possible for the great mass of its members
to live lives of luxury and ease. On the contrary it

imposed on them lives of strenuous activity and hard-

ship. The general glorification of the military virtues

was not merely the acceptance of an ethical code which

the dominant class imposed upon society. It was
the idealization of qualities which, under the conditions

of the time, were necessary for the advance of

civilization.

There is, of course, one important sense in which

it is very doubtful whether the need for military

strength can ever cease to exist. Even within the state

law and order can be a reality only when it is known

that, if necessary, they can and will be enforced. In

the last analysis, the state depends upon force. When,
however, the great mass of the people realize the

necessity of the state and are willing to make great
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sacrifices to uphold it, the military class, for domestic

purposes, so far as it maintains a separate existence,

becomes little more than a police. Only in a very

narrowly limited sense, however, can a police, under

such conditions, be regarded as constituting a military

class. It is simply an agent of the people at large.

Upon the latter rests most of the responsibility for

what is done.

Putting it paradoxically: the great mass of the

citizens becomes merged in the military class; and in

proportion as it advances towards the inclusion of all

it weakens and finally ceases to exist. Justice is, of

course, a matter of prime importance in bringing this

about, for it is only when the people feel that justice

can better be secured through the state than without

it that they will uphold the state. There is today, of

course, no state in which perfect justice prevails ;
but

it is probably safe to say that in most of the modern
nations of the western world the vast majority of the

people feel that it is through the state itself that im-

provement must be secured. Under any conditions

there will probably continue to exist a minority against
whom law enforcement is necessary; and so long as

this is so a complete merging of the people and of the

military class is impossible. Nevertheless, it is not far

from the truth to say that as far as the domestic

affairs of most of the great modern nations are con-

cerned the work of the military class, as a class, is

done. Changing conditions may, of course, give it

new work to do; but at the present time it can be of

but little service.

Among the great nations of today militarism has
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to do with international more largely than with national

affairs. There are few, if any, independent nations so

small or so weak as to be without a class that wishes

to see national power and influence extended by mili-

tary methods; though in some nations this class is of

minor importance. Things are at present in a condi-

tion of uncertainty, but among the nations there have

heretofore been no standards of right of justice that

it was recognized the nations would really enforce

unless their own interests were directly concerned.

This does not mean, of course, that each nation was
without standards of its own which would influence

even its foreign relations. Practically all nations had

such standards and in some cases they were fairly

high. Neither does it mean that each nation was

totally indifferent to the public opinion of the world.

Moreover, it was generally recognized that the interests

of the nations were so interwoven that a war, once

started, might easily spread and eventually prove very

costly to the nation responsible for it. Nevertheless

conflicts of interest were, and are, pretty sure to arise,

and in the main each nation must be the judge of its

own cause.

The Great War has done much to bring the peoples
of the world to a realization of the importance of

maintaining international law and order. It is difficult

to see, however, how these can be maintained unless

force lies back of them. This, in a sense, means

militarism; but again there arises the paradox that if

the military interest is generally recognized and pro-
vided for, militarism, as now understood, will dis-

appear. This does not necessarily imply a world
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government of a sort that would seriously interfere

with the independence of the nations. In fact, one of

its great objects might well be to maintain that inde-

pendence. Many matters of common interest, how-

ever, would be settled in common; and in a sense

independence would be limited. That, however, is

true of any treaty, nay of any understanding, between

the nations, assuming only good faith in the perform-
ance of obligations. It should, of course, be recog-
nized that international harmony cannot be secured

without international justice; and, upon the whole,

international anarchy may be preferable to interna-

tional agreement that is essentially unjust.

4. In considering the functions of social classes

and the extent to which each class represents a social

interest attention should not, of course, be con-

fined to such broad distinctions as that between the

military and the industrial classes. The problem here

under consideration lies mainly in industry. Within

this field, as presumably within others, there are a

number of classes, each of which represents a social,

as well as a class, interest. As typical of these may
be taken the four based on the factors of production

recognized by the economists. The socialists would

group three of these together as the bourgeoisie. Each,

however, represents a social interest of sufficient im-

portance to warrant separate classification. Moreover
their special interests are not the same, and at times

the difference between them have been conspicuous.
A contest between the landed and the capitalist classes,

for example, both of them containing enterprisers, has

played an important part in the history of England
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and of some other countries. Each of the four classes

has within it a number of groups which might them-

selves be regarded as classes, and a detailed considera-

tion of these would be necessary for a full discussion

of the subject. For present purposes, however, only
the four main classes need be considered.

The characteristic function of the enterpriser, as

has already been pointed out, is to determine for what

purposes and in what way labor, capital, and natural

resources shall be utilized. That a social function is

here involved few, of course, would deny. There are

two questions, however, that are fundamental. The
first of these is how far the interests of the enter-

prisers, as a class, are or can be bound up with the

interest of society. That they should prove to be

identical is hardly to be expected ;
but it is quite possible

that they can be brought into closer harmony than now
exists and this should be done, so far as practicable,

before passing judgment on the system. The second

question is how far the social interest involved is a

special interest, in the sense that it needs a special set

of persons as its advocates. It might be of this char-

acter either because there was no strong realization

of its importance, or because it was not entirely in

harmony with other important social interests and some
sort of compromise was necessary.

Service to society is not, as a rule, the principal

motive for any class of producers. There are indi-

viduals, of course, who are greatly influenced by it;

and in this respect the enterpriser is by no means an

exception. His chief motive, however, is ordinarily
to secure profits. It is true that in many cases the
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desire to secure a position of power and influence is

of more direct importance; but even then profits are

usually the trophies of success and the means of secur-

ing further advancement. Subject, however, to some

important qualifications, profits are to be made by

bringing about the production of the things most

wanted and by the most efficient methods. It is largely

as a result of the quest for profits that most of the great

improvements in production in the last few centuries

have been brought about. The enterpriser is constantly

seeking the means of improving the quantity and

quality of his products without a corresponding in-

crease in expense, better markets both for buying and

selling, and more effective methods, equipment, and

organization. Where competition exists each enter-

priser must offer his goods and services on terms that

appeal more strongly to the buyer than do those

offered by his competitors, and in buying he must offer

terms that appeal more strongly to the sellers.

As has just been pointed out the statement that

profits depend on social service is subject to important

qualifications. Most of these are due to the rather

narrow field to which the enterpriser's interests are

restricted. He is not primarily concerned, for example,
with the social utility of his products. Within broad

limits the consumer spends his income as he sees fit.

The enterpriser judges the need for particular goods
and services chiefly by the demands of the market;

though it is only fair to notice that there are some in-

dustries which few able men will enter unless the

inducements are extraordinarily great. Again, the

enterpriser is not, as a rule, directly concerned with
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the question of whether or not wages are as high as

they ought to be. Generally speaking, he pays about

the market rate; and frequently he does not pay as

much as in his own interest he should. Moreover the

enterpriser is usually more interested in the superiority
of his own concern over those of his competitors than

in efficiency in any absolute sense. Consequently there

is a strong tendency for any business concern to con-

fine to itself, so far as practicable, any advantages that

it may be able to secure.

There are, of course, some respects in which there

is a conflict of interest among the enterprisers them-

selves, and between the enterprisers as a class and the

other members of society. The existence of competi-
tion is itself evidence of a conflict of interest between

competitors ; for it shows that each of them is striving

to secure for himself something of which there is not

enough to satisfy all. The competitive struggle may
be costly, not only for those who participate in it, but

for the rest of society as well. A certain amount of

regulation, either from the inside or from the outside,

is desirable in nearly all cases; and in some this may
go so far as to amount to a practical suppression of

competition between business concerns. Even if the

conflict of interest between enterprisers is terminated,

however, that between the enterprisers and the other

members of society remains
; for unregulated monopoly

usually means a benefit to the monopolist at the expense
of those with whom he deals.

Generally speaking, the interest of the enterprisers is

opposed to anything that seems likely to limit their

profits or to hamper them in making such use of the
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means of production as seems to them to be the best.

Sometimes their interest in the matter is not at one

with the larger social interest; but in many instances

it is. The demands of organized labor may be taken

as an illustration. These are commonly of a sort that

seems to involve an increase in expense or a reduc-

tion of output. In some cases the granting of the de-

mands would be disastrous to industry, resulting in

the closing of plants and a discouragement to further

development. In resisting the demands of labor the

employer may, of course, be mistaken as to his own
interests; just as, in other cases, the employees may
be mistaken in making them. In many cases the em-

ployer may be at least partially right. The important

point is that each side of the question receives con-

sideration. The enterpriser is an advocate and should

not be thought of as an impartial judge. The same,

however, is true of those who represent labor. The
strike or the lockout is, of course, an exceedingly crude

and costly way of settlement, and the outcome is by
no means certain to be fair, though it is generally much
influenced by the merits of the parties. Arbitration, or

judicial settlement, if honestly and intelligently ad-

ministered, is likely to be less costly and fairer; but

there are some fundamental principles involved on

which there is no general agreement, and it is difficult

to secure arbiters or judges in whose impartiality and

ability both parties will have sufficient confidence. The

fact, however, that no satisfactory means of settlement

has been developed, should not be allowed to obscure

the fact that there is a real issue, in both sides of which

society at large has an important interest.
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It is clear that, under present conditions, the enter-

prisers as a class represent a special social interest.

It is equally clear that conflicts may, and sometimes

do, arise between this and other social interests. It

may, perhaps, be contended that under a different

organization of society all causes of conflict would be

removed. That, however, is possible only when the

interests which the enterprisers represent are recog-

nized and given full weight. Whether or not this is

possible can best be considered after attention has been

given to the other social classes and the interests which

they represent. Here it should be noticed that the

extent to which the interests of the enterprisers differ

from those of society at large should not be exag-

gerated. The significant thing is that they are special-

ists, and they have the faults that are commonly found

in specialists.

5. The function of the capitalist is to provide the

material means, other than natural resources, on which

the successful conduct of industry depends. The

capitalist may be said to advance payment to those who
are unable or unwilling to wait for it, for he surrenders

the present control of wealth in return for a claim upon
the future. That a social interest is involved is as un-

questionable as it is in the case of enterprise; and the

fundamental questions as to the necessity and desira-

bility of a separate class are much the same. That

such a class exists is hardly open to question though
there is much overlapping between it and the others.

Nearly every enterpriser is to some extent a capitalist,

though there are many who borrow much of the capital

they use. There are a large number of capitalists,
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however, who are enterprisers only so far as is implied

by the fact that they select their investments. Every
laboring man who has made investments in securities,

insurance, or savings bank deposits has some interest

as a capitalist, though this is usually small compared
with his interest as a laborer. The same man may be

both capitalist and landlord, yet the functions of the

two factors in production are fairly distinct, and there

are substantial differences that arise in the problems
that they present.

The accumulation and maintenance of capital imply

saving; and to most men the present looms larger than

the future. There are, of course, many whose in-

comes are so small that very little saving on their part

is practicable; but the number who receive substantial

incomes from which they save practically nothing is

very large. The capitalists are men selected by the

existing order for their ability and willingness to save,

and thus to provide one of the means for increasing

production. There are, of course, some men whose

incomes are so large that saving means little or no

hardship to them ;
but the service to society is none the

less on that account. There are many real evils con-

nected with the unequal distribution of wealth and

income that now exists, but the fact that wealth tends

to accumulate in the hands of those who convert it

into capital is not one of them; for this means that

those who use wealth for the good of society secure

thereby the means for rendering greater service.

The capitalist is interested not only in the accumula-

tion of capital, but in the maintenance intact of the

fund of capital that has already been accumulated.
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Caution is one of his leading characteristics
; and as far

as he knows and is able to follow his own interest, any
proposition in which he is asked to invest is examined

carefully before being accepted. Unless it appears to

be sound from a business point of view and the men
in charge of it of a sort in whom confidence can be

placed it will be rejected. It is true that there are many
investors who cannot make the necessary examination

personally, but the capitalist can usually make use of

the services of experts, of whom the investment

bankers are a good example. The savings bank is an

instrumentality by which work of this sort is done

for the small investor. The enterpriser, who has

usually secondary interests as a capitalist, is not, of

course, indifferent to losses, but he is willing to put
a chance for large gains against the chance for loss.

The amount of capital which the enterprisers could

provide is not, however, sufficient for the needs of

modern industry; but the corporation, with its stocks

and bonds, furnishes a means by which the services of

capitalists and enterprisers can be united. The enter-

priser and the capitalist have each a point of view

that is very desirable for successful industry; and each,

to some extent, tends to correct the faults of the other.

In what has been said so far attention has been

centered on the services which the capitalists as a class

perform for society, and on the way in which their

interests and those of society are the same. It should

now be noticed that there are some ways in which a

conflict of interest can arise. Just as the enterpriser
it not ordinarily concerned in any direct way with the

social utility of his product, so the capitalist is not,
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within broad limits, concerned as to the way in which

his capital is used, provided only there is adequate

security for principal and income. The loan that he

makes may not go into industry at all; or, going into

it, may be put to a use that hurts rather than helps.

The most important investments, outside of industry,

however, are government securities, including, of

course, those issued by political subdivisions. The

capitalist may, in a consciously or unconsciously selfish

way, use his influence in favor of unwise borrowing.
Even so, a large part of the responsibility for unwise

loans should be placed on the borrower; though the

fact that there is a conflict remains. As regards in-

dustrial loans the capitalist will generally, in his own

interest, look carefully into the purpose for which a

loan is sought. If it is not for a really productive

purpose the security is likely to be weak, and this means
a considerable disadvantage to the borrower. An in-

dustry may, of course, be a sound one from a business

point of view, yet socially undesirable. In this case

the problem is one of enterprise rather than of capital,

and if any regulation is needed it should be applied

to enterprise.

A more serious conflict sometimes arises when the

capitalists seek public protection for investments when
such protection means a considerable burden for the

people as a whole. Cases of this sort are often inter-

national in character. In many, even of these, a sub-

stantial public interest is involved, though it does not

follow, of course, that public support should be given
under all circumstances and at all hazards. Similar

problems may arise in purely domestic affairs. The
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capitalists, as a class, are, as a rule, distinctly conserva-

tive. In some cases their interest is bound up with

what have come to be regarded as evils. They have,

for example, on more than one occasion, opposed

changes that were greatly beneficial to the laborers, and

through them to society. Not all the changes that are

advocated, however, even when they appear to be

beneficial to the great mass of the people, would really

prove so in the long run. In some cases they are dis-

tinctly bad in character. In others they would prove
to be excessively costly, even from a national point of

view. In still others serious defects can be removed
and the proposed plans improved in various ways after

due consideration has been given to all the interests

involved. Excessive conservatism is, no doubt, an evil ;

but the same is true of excessive radicalism*

The capitalists, like the members of the other classes,

are specialists; and besides having the individual self-

ishness that is common to all men, have the narrowness

of vision that is usually found in specialists. Complete
control by them would be unfortunate, if not dis-

astrous
;
but so would be the ignoring of the interest

which they represent. As in the case of the enter-

prisers, the need of such a class can best be considered

after attention has been given to the other interests

involved. It may be noticed here, however, that the

capitalists and the enterprisers represent two distinct

views, both of which are important. The capitalists

stand for safety and the protection of the gains that

have already been made. The enterprisers stand for

progress along certain definite lines. Some sort of a

balance between the two is highly desirable.
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6. The owners of natural resources have an in-

terest in their effective utilization, for it is this that

determines the amount of the periodic return. They
have also an interest in such utilization as will not

exhaust or destroy, for it is upon this that the per-

manency of the income depends. There are, indeed,

cases in which the two interests may be seriously in

conflict; and it may be necessary for the state to step

in and assume control in order that one of them

usually permanence shall receive proper consideration.

Cases of this sort may arise where the conservative

policy is one that must take into account a considerable

period of time, whereas human life, even at the best,

is short. Such considerations might be found to

justify, for example, a policy of state ownership of

forests. They do not, however, show the desirability

of a general policy of state ownership of natural re-

sources. In the same way, special circumstances may
justify the state in assuming the responsibility for the

coinage of money, but it does not follow that govern-
ment ownership and operation in all branches of manu-

facturing industry is desirable.

There are a considerable number of persons who
are not socialists, but who, under the form of the

"single tax/' would practically do away with private

property in natural resources, or, more specifically,

in land. 2 In view of the advocates of the genuine single

*Some advocates of the "single tax" insist strongly that legal
titles would not be affected; but whether or not the form of

private property in land would be destroyed, the substance cer-

tainly would be. The "owner" would, for all practical purposes,
be in the position of a tenant with a perpetual lease containing a
clause for the frequent readjustment of the rent. The insignifi-
cance of titles under the circumstances is clearly recognized by
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tax, the owners of land perform no important functions

that could not as well be performed under government

ownership. Some of them indeed, including Henry
George himself,

8 would allow the holders of the title a

small percentage of the rent to save the government
the expense of an elaborate land office and to avoid

other difficulties connected with administration. This,

of course, involves some recognition of the fact that

even in the case of land, as distinguished from im-

provements, the gross rental is not clear gain. As a

concession to the opponents of the single tax, however,
it is of but little importance. The fundamental idea

is that by far the larger part of the rent is in no sense

earned. Partly on this account it is argued that the

people as a whole, through the state, should receive the

economic rent. That it would be theoretically possible

for the state, to perform in some manner the functions

of a land owner, through a proper land office, through
commissioned agents, or through some combination

of the two, there can be little doubt. A vital considera-

tion is whether, in practice, this would be done with a

due regard for effective use and conservation. This is,

of course, entirely aside from the question of justice

which a policy of confiscation would imply; and of

whether, in such a case as this an unjust policy would

prove to be a wise one.

There are, of course, many aspects of the "single
tax" and of similar proposals that need not be con-

sidered in this connection. A point which should re-

Henry George, when he says: "We may safely leave them the

shell, if we take the kernel." "Progress and Poverty," Bk. VIIL,
Ch. II., edition of 1900, p. 403.

Ibid.
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ceive attention, however, is the fact that profits fre-

quently appear in the form of rent; and the same is

true, though perhaps less frequently, of other shares

in distribution. The American farmers who have

opened great sections of the country have been much
influenced by the hope that there would be a great in-

crease in land values. The rise, when it came, was

due not merely to the improvement of particular farms,

but to the fact that the settlement of the district meant

a great increase in population. The income received

from oil wells, mines, and water powers must be

attributed very largely to the land itself, but it is the

possibility of this income, or its capitalized value, that

leads to the search for and the development of such

resources. Even in a city the land owners have a

motive for making the place attractive to increased

industry and population. The fact that land is often

rented, rather than owned, by those who do most for

its development is not conclusive, even as far as the

particular properties are concerned; for the land is

commonly held under lease, and the leasehold itself

may be very valuable. Even where the government
retains title to natural resources the terms on which

they are turned over to individuals or corporations may
well contain provisions by which the latter receive at

least a part of the economic rent. That there is such

a thing as the "unearned increment," however, and that

this may properly be taken into account in fixing the

terms, or in connection with a tax policy, need not, of

course, be denied.

The confusion which sometimes exists between rent

and profits serves but to emphasize the fact, already



FUNCTIONAL SPECIALIZATION 109

mentioned, that the industrial classes are not separated
from each other by rigid lines. A similar confusion

sometimes exists between rent and interest. Not only

may the capitalist become an owner of natural re-

sources, but there are many types of improvements
which imply the original investment of capital, though

eventually they become so merged with the land as to

be indistinguishable from it. Even the remuneration

of labor may be confused with the rent of land. It

is commonly so in the case of the farmer, who con-

tributes labor, as well as enterprise and capital, to the

development of his farm. Indeed, it may be doubted

whether there are many persons, at least in America,
who are large owners of natural resources and at

the same time interested only in a minor way in the

other factors of production. There are, however, a

considerable number who have important interests

in the ownership of natural resources, and for some

purposes may be regarded as a land owning class.

7. The characteristic function of the laborer is

to perform the direct, personal work of production

along lines that have already been determined for him.

The contributions of the capitalist and of the owner

of natural resources to production, however important

they may be, are indirect and impersonal. The enter-

priser determines the lines along which production shall

take place or, in other words, the industrial policies

that shall be pursued; but as enterpriser he has little

to do with the carrying out of those policies. In

practical industrial life the line between the enterpriser

and the laborer is probably less clear than is the line

between any other two factors of production, largely
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because those who share, in any great degree, in the

determination of industrial policies commonly share,

in an unmistakable way, in their execution. Notwith-

standing this lack of any sharp line of demarcation

there is little difficulty in classifying the great majority
of those who take part in industry as primarily
laborers.

That labor is essential to production and that a social

interest is therefore involved is obvious. Indeed, it

stands out so clearly that the importance of the other

factors is frequently overlooked by those whose sym-
pathies are largely with the laboring class. Many of

those who, at least after a moment's consideration,

would admit that labor is not the sole producer of

wealth, sometimes appear to take it for granted that

it is; and statements to the effect that labor should

receive a larger share of the "wealth that it produces''
are not uncommon. As arguments such statements beg
the question ;

for it is usually implied that, subject to

exceptions that are of little importance in this connec-

tion, wealth should go to its producers. At the same

time, it should be recognized that the laboring class

includes by far the greater part of the population and

potentially includes an even larger part. The welfare

of the laborers unquestionably is a very important ele-

ment in the welfare of the nation.

The typical laborer, like others who take part in

industry, is actuated not so much by the desire to

render service to society as by what he can get out of

it for himself. Generally speaking, wages furnish the

chief incentive; though there is much work done

under the influence of other motives. The laborer,
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however, is more interested than are most of the other

producers in the conditions under which the work is

done, for his connection with it is more personal than

is theirs. In so far as high wages and favorable work-

ing conditions are seen to be dependent on his quali-

ties as a laborer he has a strong motive for rendering
the best service possible. Unfortunately this relation

is not as close as it might be, and often it does not

seem to be as close as it is. Moreover, the psycho-

logical influence of working conditions reacts power-

fully on the laborer; and in many cases it is unfavor-

able to the development of efficiency on his part.

There are a number of economists who hold that

the normal tendency of the existing industrial system is

to make the wages of the laborer depend directly on

his contribution to production. In the opinion of the

present writer this theory is entirely correct, so far

as it goes, and is the most fundamental theory of wages
that has been advanced. It must be remembered,

however, that the contribution of the laborer to pro-
duction in other words his marginal productivity
is partly dependent on the other factors of production ;

and even so the theory is incomplete. In real life the

competitive forces do not act freely ; and this not only
obscures the relation between service and its reward,

but makes it less close than it would otherwise be.

That relation, however, is far from being entirely

destroyed. The laborer who does his work well is

worth more than the laborer who does his work poorly

and, generally speaking, he will get more. Even if

there is a current rate of wages which both receive the

better laborer will generally have more chance to choose
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his job and will hold it more securely. It is quite

possible that, upon the whole and in the long run, the

wages of the average laborer do approximate his con-

tribution to production. The relation, however, is so

obscure and so modified by special conditions as to

lose much of its power as a motive for the best work
on the part of the individual laborer.

The relation between service and pay can doubtless

be made much closer than it is. More than this, how-

ever, is necessary if the social interest and the interest

of the laborer as he sees it are to be brought as nearly
as possible into harmony. The laborer must feel that

he has the opportunity for self-development and for

rendering the highest paid, or otherwise most attrac-

tive, service for which he is fitted. Generally speaking,
there is not much opposition to the selective principle

that he who sows should also reap, though there are

few who would wish to see it applied without some
minor qualifications. There is, however, a feeling on

the part of a very considerable number of men that

many have no fair chance to sow, and that others reap
not only that which grows of itself but that which some

one else has sown. This feeling rests partly on the

mistaken, and often unconsidered, idea that labor is

the sole producer of wealth and partly on real evils

that exist under present conditions. The removal of

these ev}ls is one of the chief problems of efficiency.

Recent years have seen the passage of much legis-

lation designed to serve directly the interest of the

laboring class. As such must be regarded the laws

providing for industrial insurance, minimum wage
laws, limitations on the length of the working day, and
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a number of others. While laws of this sort are com-

monly and often properly defended in the social in-

terest, they could hardly have been passed had it not

been believed that they had back of them a large

measure of labor support. In other words, there was
a group of persons who acted as an advocate for them.

Laws of this sort are not necessarily regarded by

impartial people as class legislation of an objectionable

kind; and in many cases they have been upheld by
courts that could not well be regarded as afraid of labor

or unduly favorable to it.

There can be no doubt that the interest of labor, at

least as labor sees it, is sometimes opposed to the

general social interest. That wages, were there no

resistance to the demands of labor, would probably be

fixed so high as to seriously handicap industry has al-

ready been mentioned. There is reason for thinking
that in certain lines of industry, in which organized
labor is strong and the conditions have been specially

favorable to it, wages have been fixed at a point so

high that the payment of all laborers of equal quality
in the same proportion would be impossible. Such

wages really include an element of monopoly return,

or something similar to it, and it is safe to say that

their payment is partly at the expense of other laborers.

For labor as a whole it is idle to insist on a "living

wage" that would greatly exceed the contribution of

the laborer to production. To a certain extent the

other factors of production can be compelled to make

up a deficit, but the extent to which this is possible

is narrowly limited. Each of the factors of production
needs an advocate of its interest if the welfare of the
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nation, including that of the laborers themselves, is to

be secured.

Again, labor has often resisted the introduction of

labor saving machinery. Obviously this has important
features unfavorable to efficiency. It should be no-

ticed, however, that at least in the short run, labor

may be injured by such improvements. They are fre-

quently made at the cost of considerable hardship for

particular laborers; and it is these who are likely to

be most active in their opposition. As a result of the

injury to some laborers the laboring class, considered

as a unit, may suffer at the time, and if it gains in the

long run it may be simply because it shares in the

general social benefit. It must, of course, be admitted

that it would be very unfortunate if a permanent im-

provement were prevented because of the temporary
cost; but some delay may be really favorable to effi-

ciency. The cost of introducing the improvement is

a real one and is often serious. A compromise be-

tween opposing parties may serve the social interest

better than would the complete success of either of

them.

8. It does not necessarily follow from what has

been said that each of the present industrial classes

must be permanent. Each of them, notwithstanding
some faults, is justified under existing conditions by
the fact that its interest is bound up with a highly

important social interest that is so lacking in general

recognition as to need a special advocate. That sepa-

rate classes are not permanently necessary is suggested

by the fact, already emphasized, that the lines between

them are not sharply drawn. There are many whose
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special interests are not confined to those of any
one class and many others who realize that the

special interests of the different classes are not wholly

independent of each other. Such persons perform
their industrial functions no less effectively than those

whose own interests are more restricted or whose

point of view is narrower. Indeed, there can be no

doubt that in many cases they perform those functions

better.

It should be recognized, however, that the passing
of any industrial class without serious injury to society

must be the result, not of destruction, but of merger.
If the capitalist class, for example, is to disappear
without great loss to society the social interest that

it represents must be taken over by the other members
of society. This means that, at least in any demo-

cratic nation, the great mass of the people must, in

effect, become capitalists. It is not implied, of course,

that they must cease to have other industrial func-

tions, that each must possess a considerable amount of

capital, or even that capital must be individually owned.

The people must, however, have the willingness to save

some of the wealth which they have the power to spend
for direct satisfactions and put their saving to indus-

trial uses. Complete control of industry by those

who have not this attitude must, save possibly under

highly abnormal conditions, result in disaster. Prob-

ably few, even of the most conservative, of the present

capitalist class would object to a large degree of con-

trol of industries by laborers were this to come about

through the widespread development of the spirit of

saving and the entrance into the investment field of



Ii6 NATIONAL INDUSTRIAL EFFICIENCY

nearly all of the people. If this went far enough,

however, the work of the capitalist class, as a class,

would be done. There might still be some who are

dependent mainly on capital for their incomes and some
who were dependent chiefly or wholly on their daily

labor. The capitalistic needs of society, howevfer,

would be generally recognized, and partly because

of this it would be relatively easy to deal with the

purely selfish demands of any particular group of

capitalists.

The essence of the socialistic program is the col-

lective ownership and control of the means of produc-
tion. Interest, rent, and profits would no longer be

sources of private income. The community as a whole

would be capitalist, owner of natural resources, and

enterpriser. Such a system would have the advantage
of bringing into service as laborers many who have

great ability to act in that capacity but who now do

so to a slight extent only, if at all. It would have

the advantage of eliminating some of the costs of

competition, though it would also, in all probability,

eliminate many of the benefits as well Such a system
would in many respects resemble producers' coopera-
tion on a greatly magnified scale. Unless socialism

were to greatly change the industrial attitude of the

great mass of the people it would have the weaknesses

found in producers' cooperation. The people would
have to decide collectively what should be done and,
in so far as they did not themselves pass upon details

they would have to select those who did and delegate

power to them. In either case the least successful

and those who had the least of the spirit of enter-
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prise would presumably
4 have as much voice in the

matter as those who were most successful and those

in whom the spirit of enterprise was strongest. Capi-
tal would have to be raised by taxation, or something
similar to it ; and this would be subject to the approval
of men a large proportion of whom save very little.

The large incomes that some persons now receive sug-

gest a possible source of saving; but in a very large

measure they are now being saved and invested. So
far as they are, the most that socialism could do

would be to change the title to them and the particular

purpose of their investment. Society in its collective

capacity would have to decide to what use natural re-

sources could best be put and this without the test

of a competitive determination of the rent. So far

as the functions of capitalist and enterpriser were

already undertaken by society the fact that interest

and profits are often paid in the form of rent would,
of course, cause no additional difficulty.

There have, indeed, been a number of cases of

successful government enterprise, though it is not clear

how far these are efficient as compared with private

enterprises of a similar character. It is probably
true that they show no marked superiority in this

respect. In regard to such enterprises, moreover,

there are several important facts that should be noticed.

In the first place, they are commonly in industries in

4
Collective ownership does not necessarily imply democratic

control; but one of the chief arguments for modern socialism is

that it would be a means of securing industrial democracy.
Russian communism which, according to its proponents, involves
the control of production in the interest of the great mass of
the people, is far from being democratic.
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which the special importance of service is generally

recognized, and it is largely for this reason that the

government has undertaken them. In the second place,

in a large proportion of such cases the necessary capital

has been secured through the sale of bonds, reliance

still being placed on the private capitalist. In the

third place, the industries concerned are usually those

in which regulation is at once most needed and most

difficult to make effective. Finally, they are conducted

under a regime in which private industry is the rule.

Frequently public industries have been in competition
with private ones; and this has greatly influenced the

way in which they have been conducted. Upon the

whole those socialists seem to have the right idea who

say that government ownership and operation, under

present conditions, represents not state socialism, but

state capitalism.

The present industrial system has many real defects

and much improvement is possible. Nevertheless, there

is a fundamental tendency to put wealth and power in

the hands of those who will use them for productive

purposes. The very fact that socialism is urged in the

interest of the laboring class very strongly suggests
that there are interests represented by the other classes

which are not recognized. Should the time ever come
when the great mass of the people fully appreciate the

importance of the functions of enterprisers, capitalists,

and the owners of natural resources, and are prepared
to perform those functions well, the need for special

classes to represent them will disappear. This would

not, however, mean the triumph of the proletariat over

the "classes," but the merging of the proletariat in the
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"classes." The situation might be expressed by a

paradox very similar to that noticed in connection

with the military class. The industrial classes would

disappear to the extent to which they came to include

the great mass of the people. Such a situation might
arise gradually through cooperation, through regula-

tion, through government ownership, or perhaps in

some other way. If the time were ripe for it it might

possibly come through revolution, though the cost

would be very great. Moreover this is not the natural

way where there is no serious obstacle in the way
of the gradual methods. That revolution could itself

develop the sentiments on which a successful system
of socialism must rest is highly doubtful.

9. As has already been strongly emphasized, there

are many individuals who share, in an important way,
in the interests of more than one class. These may
be divided into two main groups : those that are con-

cerned with small scale production and those that are

concerned with large. Since the general tendency of

modern industry is from small to large scale production
it is probable that the first of these two groups is

diminishing in importance. The rapidity of the

diminution, however, must not be exaggerated. The

tendency towards large scale production is not equally

strong in all branches of industry. Farming, for ex-

ample, is still one of small scale production and it is

likely to remain so for a long time to come, especially

if certain types of combination which leave the farmer

a large measure of independence are successful. Large
scale production, with the specialization it involves, is

in some respects unfavorable to the merging of the
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different factors of production in one individual. There

are many persons, however, who share in the interest

of more than one class. This is strikingly true in the

case of many of the officials. Not only may they also

be stockholders and in that capacity enterprisers, but

much of the work of the enterprisers is often delegated

to them, and they are constantly in touch with the

problems with which the enterprisers are confronted.

Under certain circumstances the difficulties of large

business organizations in rendering adequate service

help to educate the people at large as to the necessity

of recognizing the various industrial interests involved,

for the failure of a large industrial concern has a

direct and easily perceived effect on the public welfare.

Some measure of such recognition is, for example,
embodied in the Transportation Act of 1920. Finally,

the corporation, which is the chief form of organiza-

tion for large scale production, is potentially at least

a very democratic organization and does much to make

possible a wide distribution of ownership.
The merging of the four factors of production in

one individual, as illustrated in the case of the land

owning farmer, is highly favorable to industrial effi-

ciency. Such a farmer is an enterpriser. He has

an interest in the effective use of the land with due

regard for its conservation. Because of his need for

capital for the operation of his farm and for improv-

ing it, he has a strong motive for saving and invest-

ment. As a laborer he will work harder and find more

pleasure in his work than he would under other con-

ditions. It does not, of course, follow that his inter-
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ests are identical with those of the rest of society.

Farming today requires more capital than was once

the case, and the farmer must often borrow a con-

siderable amount. In most instances he must hire

some labor. Moreover, the farmer is likely to feel that

the middleman and the other producers with whom
he must deal, especially the railroads and the banks,

impose an undue burden upon him. Nevertheless the

different interests are better united than they are in

most cases.

The land owning farmer, however, is very far from

being a type of what all men might be. It is true that

in farming, as compared with most other industries, no

extraordinary degree of enterprising ability is needed,

but some such ability the moderately successful farmer

must have. Moreover, under modern conditions, if

he is unable or unwilling to work hard and to save

something he is not likely to remain for long a land

owning farmer. If his holdings be large enough or if

he have an income from other sources he may remain

a landlord, putting in charge of his farm a man who
will make better use of it than he. He is very likely,

however, to lose his farm, as has happened to many
men, and to become simply a worker for wages.
The American farmer is a picked man. This is

obvious in the case of those who went out into a new
district to acquire land under the homestead policy.

It is hardly less true in other cases. The movement
from the farms to the cities is due to many causes.

Some of the ablest and strongest men in the cities

are the sons of farmers. On the other hand, it is
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highly probable that among those who leave the farms

are many who have not the qualities that would enable

them to become successful farmers. The selective

forces could doubtless be made to work more effectively

than they do, not only in withdrawing power from

those who can not or will not use it well but in giving

opportunity to those who would be successful. Merely
to guarantee, in some way, the possession of a farm

to anyone who wants it would not, however, put all

of them in the position of the average American

farmer.

In most lines of industry production, to be effective,

must be on a scale so large as to make anything anal-

ogous to the land owning farmer, quite out of the

question. For this reason only a partial ownership, at

best, is possible for each worker; and it is probably
too much to expect that partial ownership should be

as effective as sole ownership. Nevertheless there is

no reason to doubt that the ownership of a few bonds

or a few shares of stock, has a distinct educational

value, and tends to weaken the "class consciousness"

of the laborer. It can hardly fail to give him some
interest in the welfare of the business as a whole. It

is doubtless largely for this reason that many corpora-
tions are definitely encouraging the purchase of their

securities by their employees and are doing what they
can to make it easy for the latter to make such pur-
chases. Apparently the amount of securities that are

being sold in this way is large, though it is, of course,

but a small percent of the total.

It would seem that the purchase of corporation

securities, whether for purposes of investment or of
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control, by labor organizations must contribute to a

better realization on their part and on that of their

members of the social significance of other factors

of production than labor. In so far as a labor union

accumulates funds and invests them it is a capitalist;

and in so far as it secures and exercises a share in

the control of an industrial concern it is an enterpriser.

The recent organization of banks by labor unions, in

various parts of the country, must inevitably, if such

banks are to be successful, give those in charge of the

unions concerned something of the bankers' point of

view. This is true even if these banks were established

primarily because it was believed that existing banks

were not as friendly as they should be to organized
labor.

A very interesting example of the participation of

organized labor in enterprise is furnished by the ex-

perience of the Philadelphia Rapid Transit Company
in the early part of 1922. For many years President

Thomas E. Mitten had been endeavoring to secure the

cooperation of the employees in making a success of

the street railway system of the company. In January
he proposed that they be paid a bonus, or "cooperative

wage dividend/* after six percent dividends had been

paid to the stockholders, the amount of the bonus not

to exceed ten percent of the payroll.
6 For many

years no dividends had been paid on the stock, but

Mr. Mitten believed that, partly as a result of the

cooperative efforts of the employees, the company was
now in a position to pay six per cent dividends. Op-
position both to the bonus and the stockholders' divi-

1

114 Commercial and Financial Chronicle, p. 522.
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dend promptly developed.
6

It is only fair to add that

there appeared to be some opposition to the Mitten

management on other grounds. It soon became evi-

dent that at the next annual meeting, which was to be

held in March, there would be a fight for control.

The employees' Cooperative Welfare Association sold

some $250,000 worth of securities, consisting chiefly

if not exclusively of Liberty Bonds, which it held in

its treasury, and with the proceeds bought 10,000

shares of the stock of the company. This stock it

later voted in support of President Mitten. It was

reported that the "Mitten Management" also bought

10,000 shares ;
and that as a result of these transactions

the Mitten Management and the employees' associa-

tion became the two largest stockholders of record. 7

It seems that the stockholders generally were in sym-

pathy with President Mitten and the employees rather

than with the opposition, for when the meeting was
held the former party was found to control 520,637
shares out of a total of about 6oo,ooo.

8
It is perhaps

true that the interest of the employees was largely con-

nected with the prospect of the cooperative wage divi-

dend ;
but it is no less true that they invested what was

for them a large sum of money in the stock of the com-

pany. As one of the results of the fight the presi-

dent of the employees* association became a member
of the board of directors. It is worth noticing that

the cooperative wage dividend for 1922, amounting

"See 114 Commercial and Financial Chronicle, p. 627.
T H4 Commercial and Financial Chronicle, p. 739. For facts

as to the purchase see also "Service Talks/' Philadelphia Rapid
Transit Company, No. 32, January 24, 1923, p. 2.

'114 Commercial and Financial Chronicle, p. 1181.
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to about $1,650,000 was invested in 55,000 shares of

the stock of the company. This stock is held by

trustees for the individual employees.
9

f
"Service Talks," Philadelphia Rapid Transit Company, No. 32,

January 24, 1923, p. 3.



CHAPTER VI

EVOLUTION AND THE SELECTION OF LABOR

i. How to secure efficiency on the part of labor

is a subject to which much attention has been given in

recent years. Most of the studies that have been made
fall into one of two fairly distinct classes, though there

are a few that fall on the border line between them.

One is distinctly practical in character; the other pri-

marily theoretical Probably more has so far been

accomplished as a result of the first, but the second

is full of promise. In the main the two deal with

different phases of the subject, and so serve to supple-

ment each other. Neither is complete in itself.

The practical class is concerned primarily with the

problem of how those in charge of a business can

secure the greatest possible net output from its em-

ployees. In other words, the writers look at efficiency

from the private, rather than from the national, point
of view. They are not necessarily indifferent to the

welfare of the workers as men and women. In some
cases they are much interested; but the problem with

which they are concerned is a distinctly business prob-
lem. Among the most important subjects dealt with

are the selection and training of employees, the super-
vision of working processes, the sort of facilities pro-

vided, systems of wage payment, and the securing of

126
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a high morale. Writers of this class commonly realize

that the interest of a business in its employees does

not stop at the factory gate, but that the physical,

mental, and moral well-being of the workers outside

of the place of their employment has an important

bearing on the character of the service they render.

In all this there is much that makes for efficiency

in the broadest possible sense; and even from a na-

tional point of view, many of the studies that have

been made with special reference to the interests of

particular industrial concerns are of great significance.

The two points of view, however, are not identical;

and even if it should appear that there are compara-

tively few cases in which they are in conflict, the private

point of view does not cover the entire field.

The second class of studies is more general in char-

acter. It is directly concerned with industrial psychol-

ogy; and while the desire for efficiency is one of the

guiding motives, it is by no means the only one.

Writers of this class are often interested primarily in

the laborers as men and women, and in some cases

seem to think of efficiency as a sort of by-product of

more humane conditions. In so far as it is admitted

that there are psychological laws that govern human
conduct, the industrial importance of a scientific study
of those laws becomes obvious. Studies of this class

have dealt very largely with human instincts ; how they
can be stimulated in a manner favorable to industry;
and the economic and social consequences of their sup-

pression or misdirection. Some of the writers in this

field, though men of scientific training, are not pri-

marily psychologists; and it seems quite possible that
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in their enthusiasm for a certain kind of behavioristic

psychology they have overestimated the importance of

the instincts as compared with other factors. None
the less they have made the beginnings of what appears

very likely to be an important contribution to the

subject.

Writers of the psychological group do not as com-

monly take the social and industrial order for granted
as do those of the practical group. The effect of that

order on the workers, and through them on industry,

are among the subjects of investigation. Some of the

conclusions reached suggest important modifications of

it. Others might well be used by a business concern

acting in its own interest, and are published with that

fact in mind. Generally speaking, however, the chief

purpose, so far as it is not knowledge for its own

sake, seems to be the welfare of the men and women
most directly concerned with industry as laborers.

These, of course, make up a large part of the nation;

and for this reason efficiency is looked at from a

point of view which gives it many national and social

aspects.

A comprehensive study of the subject would require

careful consideration of what has been accomplished

along both lines of investigation. Such a study is here

impracticable. There are, however, many phases of

the subject to which comparatively little attention has

heretofore been given; and it is with a few of these

that this chapter and the one immediately following it

are primarily concerned.

2. In considering the way in which social im-

provements of any sort can be brought about the
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universal principle of the survival of the fittest should

be kept in mind. It is through the working of this

principle that the present state of affairs came into

being; and it is through the working of the same

principle that the future will be developed. As has

already been pointed out this does not mean that a

policy of laissez-faire should be adopted. The prin-

ciple is one of which man can make advantageous use,

provided only he acts with sufficient intelligence. It

is true that the forces of evolution are very powerful,
and unwisely handled may lead to disaster ; but it must
be remembered that they are always at work, whether

or not man consciously directs them. They play a part

in all attempts at regulation or reform and contribute

greatly to their success or failure. The question is

not whether they shall act, but in what way man can

make use of them.

If the most effective use is to be made of the selec-

tive forces there are three main lines along which

action must be taken. First, the characteristics that

constitute fitness must be determined. In other works,

industrial conditions must be so ordered that the char-

acteristics that are desirable from a national point

of view will be the ones selected. Second, the powers
and capacities that men possess must be developed. It

should never be forgotten that natural selection deals

only with actualities, not with potentialities. Third,

in so far as the characteristics desired depend on the

innate qualities of men some means must be found of

determining of what sort of men the nation shall be

composed. This implies the direct application of what,

for want of a better term, may be called, artificial, as
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opposed to natural, selection to the people themselves.

It is not only through legislation that action along

any of these lines may be taken. Some laws are, in-

deed, needed, and, of course, the bearing of all laws on

the working of the selective forces should be carefully

considered. It is only where formal action on the part
of the government, whether for regulative or construc-

tive purposes is required that laws can be of much
service. Private action is often much more effective

for good, and in many cases needs neither govern-
mental regulation nor aid. Public opinion is a force

of tremendous power. It lies back of most laws and

greatly affects the judgment of the individual as to

what his own interest is. In this connection education

is of great significance.

The action that society may wisely take to control

the selective forces is subject to important limitations.

Perhaps the chief of these is that imposed by the

lack of knowledge. Especially where any legal action

is contemplated the possible effects, indirect as well as

direct, of any proposed measure should be examined

with the greatest care. Because law is almost neces-

sarily rigid in character and errors are not easily cor-

rected, the burden of proof must ordinarily rest on

those who advocate its enactment. Another limitation

arises out of the fact that industry is not the sole

reason for the existence of society, but is rather a

means to an end. Personal liberty, for example, is of

great importance ; and due consideration for it may be

expected to show itself in the methods adopted for

securing efficiency.

3. In the absence of regulation the qualities that
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constitute fitness are not necessarily those that are mosl

favorable to national efficiency. Of this child laboi

furnishes a striking illustration. There are few whc

would argue that child labor, in the long run, makes foi

the development of efficient labor; yet where it is per
mitted the employer who is able and willing to mak<

use of it is likely to be the most successful. He is th<

fittest employer ;
and under such conditions child laboi

is often the fittest kind. Where it is prohibited 01

made costly, whether by law, by the action of organizec

labor, or in some other way, the effect is to depriv<

of their advantage those concerns whose ability to

produce at a low cost lies in their ability or willingness

to make use of child labor, and by reason of that effec

to increase the relative fitness of other kinds of labor

The principles that apply in the case of child laboi

apply in many others. The employer, so far as he ij

actuated by business motives will use that type of laboi

which is, all things considered, the cheapest for him

and, within limits, he must be actuated by business

motives or suffer elimination as an employer. Labor

however, may be cheap though wages are high anc

other considerable expenses are involved, if the out

put per worker is large ;
or it may be cheap though th<

output per worker is small because wages and othei

expenses are low. In most, if not in all, Industrie!

in which conditions have not been made uniform b]

combination or as a result of conditions imposed b]

organized labor there are some differences betweer

employers in this matter. To a certain extent inher

ently different grades of labor may be employed; bu

this is far from being true as a general proposition
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A large output per worker may be due to the fact

that the work is better organized and directed. It

may be due to a better quality of work, but this, in

turn, is partly dependent on the conditions of work.

Low wages, long hours, and bad working conditions

are not favorable to the development of personal

efficiency.

Regulations that place any effective limits on the

ability of employers to secure labor at low wages
naturally lead to a greater emphasis on quality. Em-

ployers who cannot make effective use of well paid
labor are placed at a disadvantage. For the laborer

the ability and willingness to do good work become of

more importance than before as an element in

fitness. He has therefore an increased motive for the

development of his own capacities. Of course this is

not itself sufficient to secure the best results. Oppor-
tunities for self-development must be made available.

The way in which this can be done will be separately

considered. Here it is sufficient to notice that the

need for a high quality of labor gives the employer,
the employee, and society at large an increased motive

for taking action to secure it. It is of course true

that in so far as laborers whose services are worth

relatively little are inherently incapable of better things,

conditions that make necessary a high quality of labor

make more serious the problem of using the inferior.

If it should appear that a large part of the laborers

are of this sort a serious obstacle in the way of im-

provement will be discovered. Doubtless there are

many whose powers, however great they have been

originally have been so far developed under existing
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conditions that little advance on their part is now pos-

sible. This is unquestionably a condition which will

make improvement slower than would otherwise be

necessary. Upon the whole it seems improbable that

the great mass of low grade labor in America is inca-

pable of further development; and it must be remem-
bered that low wages, long hours, and bad working
conditions are themselves circumstances that make

development difficult.

It is doubtless true that even under existing condi-

tions many of the most successful business concerns

find it a good policy to make use of a high grade of

labor, even when a lower grade can be obtained at a

much lower expense. It may be thought that many
of the rest will be compelled by competition to follow

their example. In some cases this is what happens,
and social action is of value chiefly in hastening a

process that would take place in any event. It must

be remembered, however, that even when the policy of

employing a low grade of labor is not the best from

the business point of view, and many, if not all, of

those who try it are eliminated by competition, it fre-

quently happens that others of the same sort are con-

stantly entering the field. Moreover, even if elimina-

tion takes place, it takes place after, and not before,

much harm has been done. In cases where the advan-

tage of using a high grade of labor is about balanced

by the expense, the individual employer has no strong
business motive for adopting such a policy, even though
it would be decidedly good from the point of view oi

the laboring class and of the nation. Though some

employers may follow the better policy, competition
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puts little pressure on the others to do likewise. In

such cases social action that turns the balance in favor

of the former may be highly desirable.

There are, of course, important limits within which

regulations of the sort here under consideration are

either practicable or desirable. Carried too far they
will result in diminished production for industry as

a whole ; and this means that there will be less wealth

available for distribution, and a more serious problem
of unemployment. It is true that if the demand for

the product of a particular industry is highly inelastic

a considerable increase in the expense for labor will

not necessarily cause much increase in unemployment
in that industry; but the higher prices will have an

adverse effect on the consumers, and, generally speak-

ing, it is in the case of those industries in which the

demand for the product is inelastic that the consumers

are largely persons of modest means. If the evils

of an increase in the expense of labor are to be avoided,

the effectiveness of labor must be increased in a cor-

responding degree. It should be noticed, however,
that regulations that will injure a concern that is

dependent on low expenses for labor, will not neces-

sarily injure those who use a higher grade of labor,

or who use the same grade more effectively at a higher

expense. In fact the latter may be benefited, for a

certain kind of competition which they had previously

to meet is eliminated. This may actually result in

lower costs that will enable them to expand their busi-

ness to an extent sufficient to take over nearly all the

work previously done by their less fortunate competi-
tors. After a period of readjustment, there may be
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no evil effects as regards either prices or unemploy-
ment. Something of this sort is said to have happened
in some of the cases in which minimum wage laws have

been intelligently made and enforced. There is, how-

ever, a point beyond which the expense for labor can-

not be advanced without evil consequences that far

outweigh the good.

4. If the selective process is to take place in such

a way that the fittest shall also be the best it is neces-

sary that each man shall do the work for which he

is best qualified. As things are the adjustment is left

mainly to the employers and employees themselves. If

either group could do all the active work of making
the adjustment, it would make no difference, so far as

the result was concerned, which one it was. As a mat-

ter of fact, some action on the part of both is needed.

An important element of fitness on the part of em-

ployers is therefore to find the men who can do best

the work that they want done ; and on the part of the

workmen to find the positions in which they can do

their most effective work. The results can hardly be

said to be entirely satisfactory. It will hardly be

denied that under present conditions there are many
industrial misfits; and that even when a satisfactory

adjustment is finally made, it is often after consider-

able hardship to both employer and employee and a

heavy cost to industry.

There are some who seem to take the view that the

ability to find the position in which he can do his best

work is a quality that every man should possess ;
and

that to relieve him of the task of doing so is not really

desirable. The qualities, however, that make a good
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worker are not always those that make a good job
hunter. The man who is seeking a position, whether

he be out of employment or merely trying to better his

condition, is acting as a salesman for his own services.

To do this well the qualities that make a good sales-

man are necessary. He must know, not only how to

find his prospective employer, but how to present his

qualifications in an attractive light. This may not be

easy for the professional salesman, and for the man
whose proper work is in the shop, the laboratory, or

the office it may be very difficult. In some lines of

work the qualities that are of special importance are

the ability to be a good "mixer" and to make friends

easily. "Personality" counts for a great deal. In

other lines of work these qualities, however attractive

they may be, are not of great significance. The things

needed are reliability, skill, and specialized knowledge.
Even when the worker has a considerable degree of

the ability to act as a salesman for his own services

there are often serious practical difficulties. Perhaps
the worst of these is the difficulty of securing informa-

tion as to the positions that are open. Where the

work to be done and the men who are able to do it

well are geographically near to each other this difficulty

is commonly at a minimum, though even then it may
be serious. When they are far apart it is generally
much greater. Especially under such conditions the

search for work may take a considerable amount of

time, during which the worker receives no income

though living expenses continue. While something

may be done by correspondence, this is not ordinarily

satisfactory and a few expensive journeys may be
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necessary. In some cases a man may hold one posi-

tion while looking for another, but the fact that he

has regular work to do is likely to prove a serious

handicap. Upon the whole it is not at all surprising
that a man who is looking for work will commonly
accept the first opportunity that seems to him to be

even moderately good ; and that the possibilities for a

change that will really mean an improvement are very

largely dependent on circumstances over which he has

but little control.

Largely as a result of such difficulties a man will

often continue for a long time to hold a position in

which he is not really happy and in which he can not

do his best work. Even if the employer is not entirely

satisfied and is actuated solely by business motives it

is by no means certain that the employee will be dis-

missed. In some cases the cost of finding and "break-

ing in" of a successor will be a sufficient deterrent.

Unless the employee is clearly incompetent his dis-

missal may have a bad effect on the morale of the

working force
;
and in some cases may lead to difficulty

with organized labor. It must be remembered, more-

over, that the "misfit" is not necessarily a poor worker.

He may compare favorably with others who are doing
the same sort of work that he is, yet be a misfit in the

sense that he would be happier and more valuable in

another position.

Precisely how serious difficulties of this sort are it is

hard to say ;
but it is certain that they are not trivial.

A large part of the work of organized charity con-

sists of finding employment for those who are unable

to find it for themselves. Private employment agen-
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cies, conducted for profit, find such a demand for their

services as to make possible serious abuses. It will

hardly be denied that for the specialized worker the

loss of a position, even through no fault of his own,
is ordinarily a serious misfortune; and that it is likely

to mean not only that he will not secure a new position

promptly, but that when he does secure it it will be

poorer than one that he might well fill. Eventually,

perhaps, such a man will be well placed, but in the

meantime there is social loss as well as individual hard-

ship. The unsuccessful search for employment whether

the would-be worker be of high or low grade, if long

continued, is likely to be permanently injurious, and he

may even fall into the class of social parasites. There

is some reason for thinking that men who have suf-

fered in this way are a not unimportant element in

extremely radical or revolutionary organizations.

5. The responsibility for fitting the worker to the

work rests not only on the employee but, to an even

greater extent, the employer. Organization is one of

the prime functions of those in charge of a business;

and this includes the selection of workers and their

assignment to tasks that they are willing and able to

perform. In most concerns in which there are a large

number of employees, changes must be fairly frequent

even if the labor turnover is not unnecessarily large;

and the taking on of new men is a normal, rather than

an occasional, part of the business in the same way as

is the purchase of raw material.

Some large industrial concerns maintain well organ-
ized departments, the function of which is to deal with

the problems of employment in a scientific manner.
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To such departments all applications for employment
are referred, and careful consideration is given to the

qualifications of the candidate for any work that the

concern wishes to have done. Commonly if the worker

fails to give satisfactory service in the position to

which he is first assigned he is not discharged until

many unsuccessful attempts have been made to find

work that he can do well. Where such departments
exist attention is commonly given to the development
of employees as well as to their selection. By such

policies much may be accomplished in fitting the worker

to the work, in maintaining a high industrial morale,

and in reducing the labor turnover. Where such de-

partments are successful they mean for the employer a

lower labor cost; for the employee less hardship in

work and often increased pay; and for the nation

greater efficiency.

A well equipped and well manned employment de-

partment is practicable only in a fairly large concern.

It involves considerable expense, and this can be made
small per employee only when the number of employees
is large. Moreover, it is necessary, if the best results

are to be secured that it have a considerable variety

of work under its control. On the other hand, it is

in large concerns that the need is greatest. Unfortu-

nately, even among those that employ hundreds or

thousands of workers the maintenance of a scientifi-

cally conducted employment department is far from

being the rule. Employment management, as a dis-

tinct profession using the services of well trained men,
is a comparatively new thing. There is little reason

to doubt) however, that its importance will be more
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generally recognized in the future than it is in the

present.
Power for good and power for evil ordinarily go

hand in hand; and while the growth of large scale

industry offers great possibilities for the scientific selec-

tion of workers it opens the door for serious abuses.

Where, for example, employment in a given line is well

organized the man who has in some way come to be

regarded as an undesirable employee is likely to find

himself in a very unhappy position. If the number
of employers is small, as it is likely to be when the

individual concerns are large, something in the nature

of a blacklist is more easily made effective than where

there are many employers. If it were certain that

such powers would be exercised only to keep men
from being assigned to work which experience had

demonstrated they could not do properly there would

be little ground for complaint. Apparently, however,

the blacklist is often used to bring about the refusal

of employment to men who have been active as leaders

of organized labor, or have in some other way incurred

the displeasure of their employers. Even when their

presence in the working force is really detrimental to

the industry from a national point of view it must

be remembered that to deprive them of the chance to

earn a decent living is very likely to cause great evils

in other directions
; though these may not very seriously

affect the concern that has rejected them. In some

cases their exclusion may be justified; but, even so,

the interest of the employer and the nation are not

so nearly the same that the power of the employer can

be regarded as a matter of public indifference. It must
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be remembered that the extent of the evil is not to be

judged merely by the number of men who actually

suffer, though that may be a serious matter. There is

the further evil that the power of the employer will

lead some men to submit to a control that the employer
should not exercise.

Partly because of the possibility of abuses of which

the blacklist is a somewhat extreme type, there is much
reason for thinking that the right of the workman to

his job, save under certain conditions, should in some

way be recognized and safeguarded. One of these

conditions is that there is work to be done. Indus-

trial changes sometimes make a reduction of the work-

ing force necessary ;
but there should be nothing arbi-

trary about the selection of the men whose services

are no longer required. A man may be demoted, or

in some cases dismissed, for incompetence; but there

is much to be said in favor of the view that he should

have a right to demand that his incompetence be clearly

shown. There are other cases in which an employer

may be justified in discharging an employee ; but it may
be doubted whether there are many in which he may
not legitimately be required to show cause. On the

other hand, the right to the job should properly carry
with it the duty to perform the service which the job

implies. Refusal to do the work should ordinarily, in

the absence of a good reason for such refusal, be re-

garded as abandonment of the job. In the case of a

strike or lockout some method must be found of de-

termining whether the action of the party responsible

is justified by the conditions. The principle involved

seems to be one of those on which the Kansas Court of
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Industrial Relations is founded. It was also involved

in the strike of the railroad shopcrafts in 1922.
To the old fashioned employer who claims "the

right to run his business as he sees fit" the suggestion
that the laborer has a right to his job, even though

subject to important qualifications, may seem to be

a very radical one. Perhaps it would be radical if

legal recognition were contemplated, especially in the

case of the strictly private, unincorporated, employer.
There are, however, a good many employers who see

fit, as a matter of business policy, to act as though the

employees had such a right though they may not

formally recognize it. In fact, one of the functions of

the employment manager is to maintain the feeling that

there will be no arbitrary dismissals or demotions. In

some cases practical, if not technical, recognition of

such a right has been enforced by organized labor.1

These are doubtless instances in which this has been

done in such a way as to protect the laborer who is

not rendering good service ; but it by no means follows

that organized labor should make no demands along
this line. While, however, there are many cases in

which the employee is treated as though he had some

right to his position, such treatment is far from uni-

versal. In general, the means by which a proper degree
of security can be assured to the worker are among the

unsolved problems of industry; but it is a problem for

which a solution is needed.

1 For an interesting discussion of this and certain related sut>-

jects see Leiserson, Wm. M., "Constitutional Government in

American Industries," a paper presented at the 34th Annual Meet-

ing of the American Economic Association. American Economic
Review, Vol. XII, March Supplement, 1922, pp. 56-79.
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6. While employers can do much through the

scientific handling of employment problems to assign
each worker to the work for which he is best qualified,

the possibilities that lie in this direction are subject
to important limitations. As has already been ob-

served, an employment department can accomplish the

greatest results only in the case of a large concern.

Notwithstanding the growth of large scale production
there are still many small concerns. In the latter both

the varieties of work and the possibilities of advance-

ment are, as a rule, narrowly limited. Moreover, even

the largest concerns are dependent for the supply of

labor mainly on those who apply to them. At times

their need for additional labor is small, and many
applications must be placed on file or rejected. For

such reasons as these some agency which is independent
of particular industrial concerns is needed if men
are to be placed as promptly as possible in the posi-

tions in which they can render the greatest service.

The functions of the employment agency are essen-

tially those of a certain type of broker. One of the

most important parts of its business is to know the

market for the kind of labor with which it is concerned,

and to serve principals who cannot have much knowl-

edge of the sort Like many other brokers it has no

authority to conclude a transaction. In many cases

it simply brings the prospective employer and employee
into communication with each other, leaving practically

all of the work of negotiation to them. In others it

does a part of this work itself. Much depends on

the type of labor and tRe special conditions connected

with its employment. Some agencies deal with highly
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skilled or even professional labor, and here direct

negotiations between the principals are important.
Others deal with labor that is largely unskilled and

frequently large numbers of men are wanted at once.

Here the need for negotiation is reduced to a minimum.
There are many different types of organizations that

do the work of employment agencies, though not all

bear the name. Some are public, being operated by
states or municipalities. Some are independent busi-

ness concerns, being conducted for profit. Others are

connected with organizations whose primary work is

of a different sort; educational institutions, for ex-

ample, devoting attention to the placement of those

whom they have trained, or labor unions finding work
for their members. Those of the last named classes

are available only to a relatively small group of per-

sons, and while they may contribute to the solution of

the general problem they are far from sufficient to

furnish a complete solution. While there seems to

be no reason to doubt that some of those conducted

for profit have done good work, there are a consid-

erable number of cases, especially among those dealing
with a low grade of labor, in which serious abuses

have arisen. The demand for their services has been

of such a character and competition between them has

been so ineffective that careful work has often been

unnecessary, and since they receive a fee for each

job secured, poor work has sometimes been more

profitable than good. It is at least partly on this

account that some of the public agencies have been

established. The latter appear, at least in certain cases,

to have done excellent work; but they have not, on
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that account, been able to displace the private agencies,

notwithstanding the rather high price that the latter

commonly charge for their services.

While the relative advantages of public and of

private agencies cannot here be considered at length
there are a few points that should at least be noticed.

On the one hand the possibilities of abuse on the

part of private agencies conducted for profit are so

great and the evils of such abuse so serious that if

agencies of this sort are to be permitted it should be

only under careful supervision and regulation. Again,
it would seem that, as far as the service is concerned,

there would be a certain advantage in monopoly, since

the more comprehensive an agency's knowledge of

the work to be done and of the men available for doing
it the better it could fit the man to the job. It does

not follow, of course, that monopoly will necessarily

arise under private operation. Another consideration

is to be found in the fact that a governmental body has

often a considerable advantage over a private one in

collecting information. This is a large part of the

work which an agency must do. On the other hand,

a public agency may be subject to the very serious

disadvantage of political control. Where this is the

case, not only is the effectiveness of the work likely

to be greatly reduced, but serious political evils arise.

Again, it is a common objection to governmental par-

ticipation in industry that public enterprise is less vig-

orous than private. As a general proposition this is

probably true, but in any particular case there are spe-

cial considerations that should be taken into account.

One of these is the sort of appeal that a particular
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activity makes to private enterprise. As has just been

pointed out, private employment agencies, unless care-

fully regulated, offer possibilities for profitable abuse.

Under such circumstances the advantages of private

enterprise must be discounted for the harm done and

for cost of supervision and regulation. Another con-

sideration is the importance of enterprising ability for

the work in question. In the case of employment agen-
cies it would seem that expert, honest, intelligent labor

is the thing most needed; and in securing these the

public is, under favorable conditions, at little, if any,

disadvantage. Still another important consideration is

the extent to which private enterprise has shown itself

able and willing to undertake the work. There are

many lines of activity, of which education may be men-
tioned as an example, which are of great importance
to the nation, but which private enterprise cannot, at

least without public help, do in a sufficiently large

measure.

It should be clearly understood that the services

rendered by a properly conducted employment agency
are not confined to helping the workman by finding him
a job or to helping the employer by finding him a man
who will do the work that he wants done. Unem-

ployment, and employment at work inferior to that

which the workman could do well, present a problem
in national efficiency. During the Great War there

was some realization of this; and an effort was made
to place men in the positions in which they could do
the most for the successful prosecution of the war.

While the problem is perhaps less serious in times of

peace, it is of no mean importance. The nation has



THE SELECTION OF LABOR 147

a direct interest in seeing to it that satisfactory em-

ployment agencies are established. Whether, under

the existing conditions, this should be done by private

enterprise under supervision, by municipalities, states,

or the national government, is a matter which can-

not be considered here.



CHAPTER VII

THE DEVELOPMENT AND INCREASE OF LABOR

i. THE wise determination of the qualities that

shall constitute fitness, of which giving an advantage
to the worker rather than to the job hunter is but one

example, is not enough to secure the highest grade of

efficiency. It is also necessary to secure the fullest

possible development of those qualities in each indi-

vidual. That the potential abilities of the people

greatly exceed the actual there is no reason to doubt.

It is, to say the least, highly improbable that the supe-

riority of the skilled worker over the unskilled, or

even of the highly paid executive over all those who
hold subordinate positions, is entirely due to innate

capacity. While it is impossible to say how great
the latent powers of the people are, two facts stand

out clearly: in the first place, undeveloped capacity

represents a national as well as an individual loss. In

the second place, there is at present great inequality of

opportunity; and, as a general rule, those who have

great opportunities are more successful than those

who have not.

The maintenance of educational systems that are not

self-supporting, and in many cases make no charge
at all to those whom they most directly serve, is due,

in a large measure, to a recognition of the social im-

portance of the development of the individual. In

148
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the main, the education thus provided has been liberal,

rather than vocational in character. The universities

and colleges have, indeed, practically from the first,

given training, especially along professional lines,
1 that

might properly be regarded as vocational. The col-

leges of agriculture and mechanical arts are, of course,

primarily for training in "practical" subjects. Only a

small percentage of the young people of the country,

however, attend the institutions of higher learning.

In the lower schools vocational education has, at least

until recently, occupied a distinctly subordinate posi-

tion.

It has, of course, been generally recognized that a

liberal education is of considerable economic value to

the individual; and this is undoubtedly one of the

reasons why it receives such general popular support.

Nevertheless, liberal and vocational education are com-

monly regarded as fundamentally different; and there

has been a widespread feeling that the former was a

proper function of the public schools, whereas the

latter was not. This is largely due to the idea that a

liberal education, while of material advantage to the

individual, is a training for citizenship, whereas the

chief effect of vocational education is to increase in-

dividual earning power. The delay in introducing

vocational education into the schools was doubtless due,

in part, to the fact that the practicability of formal edu-

cation along vocational lines and the difficulty of secur-

ing the necessary training in industry itself have only

*Some of the oldest American universities were founded

primarily for professional education, especially in theology. It is

worth noting that some of these began as colonial, rather than

private, institutions.
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recently been recognized. Even at the present time,

however, it has not the well-nigh universal support
that is given to liberal education.

Not only is vocational education of great im-

portance from the point of view of national industrial

efficiency, but many of the most technical subjects

give mental training as valuable as that given by the

subjects that are commonly called liberal. Mechanics,

electricity, and farming, for example, involve the appli-

cation of scientific principles. In many cases they lead

to an interest in these principles, and an understanding
of them that would be impossible were they approached
from the point of view of the science rather than the

art. Much, though not all, of the work done in train-

ing men and women for business is of high value

as mental discipline and deals with facts that are

important for the citizen as well as for the business

man. Undoubtedly there are some non-vocational sub-

jects that should be a part of compulsory education;

but recognition of this fact is not incompatible with

making education largely vocational in character.

Formal education does not, of course, necessarily

cease when a boy or girl leaves school. Night schools,

correspondence schools, and other educational facili-

ties, some private and some public, are available to

many who must spend a large part of their time in

remunerative work. The average man, however, needs

some time for relaxation ; and, generally speaking, hard

study, whatever its advantages, cannot be said to

afford much relaxation. Moreover, most men who
have even moderately heavy family responsibilities, are

likely to find that their leisure time is rather fully occu-
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pied. Notwithstanding all disadvantages, however,
educational facilities of this sort are among the most

important means by which industrial efficiency can be

increased. The demand for them is very encouraging ;

and with the general establishment of a shorter work-

ing day, this demand may be expected to become

greater.

It may be thought that the work which a man does

should itself be of considerable educational value.

Sometimes it is, but there are unfortunately a very

large number of cases in which it is not. Taking indus-

try as a whole there are two tendencies in operation.

On the one hand, the growing specialization of the

work, and the consequent narrowing of the worker's

activities, does much to exclude him from learning the

work of different departments, and often of the higher

positions in his own. This is an evil which some of

the methods by which employers try to increase effi-

ciency from their own point of view seems to intensify.

On the other hand, there is a growing realization, on

the part of employers, of the need for well trained

men, and in some cases a feeling that the best way
to fill the higher positions is by promotion. There are

a number of industrial concerns in which the attempt is

made to make the work itself educational in character;

and in a few instances schools are maintained for the

benefit of employees.
The training of employees, however, commonly in-

volves some expense; and this expense is, generally

speaking, in the nature of an investment. It will pay

only if the employees can be retained for a considerable

period of time. This difficulty is not necessarily very
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serious for a large concern which has many positions

to be filled, and which can therefore advance with a

fair degree of rapidity employees who deserve it. It

is still less serious for a large concern which occupies a

substantially monopolistic position, and can therefore

be fairly sure that it will be able to retain its employees.
It would seem that in this respect, as in many others,

large scale production offers many opportunities for

the development of efficiency. Where advantage is

not taken of these opportunities small scale production
is probably of greater educational value, partly because

the work is commonly less specialized, and in any event

the employee has a better chance for the observation of

other lines of work than his own. Where vocational

education is provided by the state the disadvantages
to which small scale industry is subject in this mattei

are greatly reduced.

2. Opportunities for vocational training after a

person has entered upon his life work are of great

importance. In a very large number of cases, how-

ever, the period during which his time and attention

are devoted primarily to education should be much

longer than it is. It is to the interest of the nation

that the necessary facilities be provided; but this is

not enough. There are serious difficulties in the way
of many who would gain much, both for themselves

and for the nation, by taking advantage of them.

Some of these difficulties are economic, the student

being compelled by circumstances to spend most of his

time and energy in remunerative work. Others are

psychic, the prospective worker failing to realize the

importance of adequate preparation. This attitude is
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partly a matter of individual and partly a matter of

social psychology. It is true that the exceptional boy
or girl will often overcome extraordinary difficulties;

and will even seem to draw strength from the struggle.

It is not only on the exceptional individual, however,
that national strength and efficiency depend. Atten-

tion must also be given to the average man and even

to the man that is below the average.
One way of meeting the economic difficulty is to

provide, at public expense, for the support of the stu-

dents, altogether or to the extent necessary, during a

period of training. To a very limited extent this is

now being done through mothers' pensions, school pen-

sions, and in other ways, in the case of children below

the age at which school attendance ordinarily ceases to

be compulsory. The training made possible is not,

as a rule, vocational; and in view of the ages of the

children concerned it is at least doubtful whether it

should be. Under very different circumstances and

in a different way, the United States Government is

providing vocational education and economic support
to persons suffering from vocational disabilities re-

ceived in its service during the Great War. That the

country is under special obligation to these men and

women there can be no doubt; and the provision of

special educational opportunities, including economic

support, is one of the ways in which it is attempting
to meet this obligation. The policy adopted is, of

course, something of an experiment; but it is quite

possible that it will so justify itself as to warrant its

extension, probably in a considerably modified form,

to others who have no special claim upon the country.
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A general policy of public support, even during a

period of education, is not without difficulties and

dangers. The chief difficulty is, perhaps, the expense

involved, and the chief danger the weakening of self

reliance or of parental responsibility. Neither the dif-

ficulties nor the dangers necessarily constitute insuper-
able obstacles; though in many cases they make safe-

guards necessary. As regards the most elementary
forms of education the expense is at a minimum and

the benefits fairly certain. The pupils are at an age
where self support is not to be expected or desired;

and the education may be of such a character as to

strengthen rather than to weaken self reliance. If

public support is limited to the cases where the parents

are unable to bear the burden, the weakening of

parental responsibility is probably not a very serious

consideration. It is, of course, possible that knowl-

edge that the children would be properly cared for

would lead to a higher birthrate among the improvi-
dent and inherently incapable but it seems more likely

that this class would exercise but little restraint in any
case. Certainly to release a child from the operation
of the compulsory education laws in order that he

may contribute to the support of the family can-

not be defended on the ground of parental responsi-

bility; and is injurious both to the child and to the

nation.

A system of universal vocational education, espe-

cially if it included complete economic support, would

undoubtedly require considerable governmental expen-
ditures. If, however, international affairs could be

so ordered as to make unnecessarv a lar^e oart of the
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present expenditures for military and naval establish-

ments, it would not only be possible to make greatly
increased provision for education, but at the same time

to reduce taxation in a substantial degree. Unfortu-

nately, heavy military and naval expenditures will

probably continue, at least for a long time, to be neces-

sary. It is, however, possible that international ar-

rangements may yet be made under which such ex-

penditures can be greatly reduced ; and it is even prob-
able that their growth may be checked. To the extent

that this is done considerable amounts of wealth can

be made available for other purposes, one of the most

important of which is the increase of the economic

power of the nation through the development of the

potential capacities of the people.

The expense which a national system of vocational

education would impose on the public treasury must

not be exaggerated. The system could be made at

least partially self supporting. Even under existing

conditions many students "work their way*' through

college or the professional school and an even larger

number earn enough to pay a part of their expenses.
In some cases special arrangements are made by educa-

tional institutions with business establishments by
which a part of the time of the students is spent in

service to the latter and for this service payment is

made. In some cases schools are conducted by busi-

ness establishments for the training of their own

employees. How far arrangements could be made
under which the students could earn a part of their

expenses under a system which attempted to provide
vocational training for all, it is difficult to say. The
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numbers concerned would in all probability increase

some difficulties that are not insurmountable. It may
be questioned, moreover, how far much of the work
done by students to enable them to pay their expenses
does not really deprive them of some desirable educa-

tional opportunities. There seems to be little reason

to doubt, however, that not all of the expense of such

a system need be defrayed by taxation.

The form and even the degree, of vocational educa-

tion that can wisely be provided in any particular

case must depend on the desires and character of the

person receiving it and on the need for the services

that he can be prepared to render. To a limited extent

the aptitudes of the individual can be determined by
modern psychological methods. The best indication

available of the need for any particular kind of serv-

ice is furnished by the pay which workers in that line

receive, some allowance being made for other attrac-

tive features of the work. Guidance, however, must

not be understood to mean the same thing as compul-
sion. Within limits the individual must be allowed

to choose his line of work; though free training might
well be refused to anyone along a line for which he

was clearly unfitted or in which there was no substan-

tial need for workers. As to the degree of education,

there are, of course some who should be exempted
from the normal requirements, either on the ground of

disability or on the ground that they received an ade-

quate training in some other way. Those who showed
unusual ability might be given the opportunity to con-

tinue their training to a more advanced stage though,
of course, they could hardly be required to do so.
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Many of the difficulties in the way of developing
the industrial qualities of the people may be expected
to become less serious with the growth to a compre-
hensive system of vocational education. As regards
the cost, it must be remembered that the effect of such

a system would be to increase earning power. In

so far as it did this the wealth devoted to the purpose
should be regarded as invested rather than consumed.

The tax-paying ability of the people would be in-

creased
;
and in this sense the system would itself fur-

nish the means for its continued support. The fact

that such training was readily available, together with

the increase of earning power that would result from

it, would almost certainly lead to a more general recog-
nition of its importance. It must be remembered that

"the destruction of the poor is their poverty"; and

those at the bottom of the industrial scale have ordi-

narily neither the breadth of view to enable them to

see the importance of training, nor the means neces-

sary to secure it.

3. In connection with determination of the quali-

ties that shall constitute fitness and the development
of those qualities in the individual, it must be remem-
bered that there are a considerable number of persons
who receive little or no income in the form of wages,

interest, rent, or profits. Some of these perform use-

ful services, but of a sort which is not usually thought
of as economic in character. Others are temporarily
or permanently incapable of performing any substantial

degree of service of a recognizable sort. A full con-

sideration of the problems involved would require
more space than can be here devoted to it; but there
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are some points that should not be allowed to pass
unnoticed.

Among those who belong to the non-industrial part
of the population there are many who perform func-

tions of greater social importance than any industrial

functions they could possibly perform. Perhaps the

most striking example of this class is furnished by the

mothers of young children who will later become use-

ful members of society. For many purposes the fam-

ily is the social unit. It is not ordinarily to the inter-

est of the nation that either the mother or children

should take an active part in industry; and respon-

sibility for their support normally rests on the husband

and father. Where this responsibility cannot, or for

special reasons should not, be enforced a problem arises

in which the interests of the nation, as well as of the

individuals immediately concerned, are involved. If

there is some one who is able to bear the burden and

whose relation to the family is such that he may prop-

erly be expected to bear it this problem is relatively

easy of solution. It is not a satisfactory solution, how-
ever to force the mother of young children or the

children themselves to enter industry.

A second class of those who make little or no con-

tribution to the production of wealth consists of the

victims of special misfortune, such as sickness or acci-

dent. So far as the dependents of such persons are

concerned, the case is much the same as that which

has just been considered, though it is complicated by
the fact that the normal breadwinner has himself

become dependent. As regards the latter the problem
is a little different, for his ability to serve society,
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whether economically or otherwise is ordinarily re-

duced if not destroyed. Where the disability can be

removed it is, of course, to the interest of society that

this be done. Even where its removal is impossible,

or possible only at an excessive cost, the nation can-

not be indifferent to the suffering of the individual.

Its sole object is not the production of wealth; and if

it were it is highly doubtful, to say the least, that such

an attitude would lead to the development of the best

workers.

Old age should hardly be regarded as a misfortune

in the sense that it were better that the individual

should die before old age comes; but it has much in

common with sickness and accident. It ordinarily

brings with it disability of a similar kind. Its coming,
in the case of any individual is uncertain; for many
die before the disabilities of old age have seriously

affected them. Some are, of course, well able to ac-

cumulate, during the period of their working lives, a

fortune sufficient to support them when active partici-

pation in industry should cease. In a very large num-
ber of cases, however, this is neither practicable nor

desirable; for incomes are too small to justify an

amount of saving adequate to provide for all future

contingencies, when there are many certain and urgent
needs in the present. There are probably few cases

in which no saving at all is desirable; but thrift can be

encouraged in better ways than by the threat of a

future need for which it is impracticable to make ade-

quate provision and which will, in a large percentage of

the cases, never become actual.

The loss of the breadwinner, disability through sick-
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ness or accident, and old age are all among the chances

of life; and because they are chances the principle of

insurance furnishes one of the best possible methods of

dealing with them. The man who has paid a fair

premium, suffered the loss against which he has taken

insurance, and received the payment for which provi-

sion was made in the policy, is in no sense a recipient

of charity on that account. He has paid for relief

against a chance that he could not avoid; and in this

sense he has paid in full for all that he received.

It does not follow from the fact that the chances

of life can be largely cared for by insurance that the

matter should be left entirely to the discretion of the

individual directly concerned, on the theory that if he

fails to make proper provision against them he must

take the consequences. One difficulty is that there

are consequences for the nation as well as for him.

Neither does it necessarily follow that there should be

a system of compulsory insurance in the sense that the

contribution of each should be determined as nearly as

possible on an actuarial basis. While it may be that

such a basis is the best, it must not be forgotten that

the nation itself has an interest in the matter. It is

quite possible that at least a part of the expense may
be legitimately defrayed by general taxation. Neither

the way in which the burden of taxation should be

distributed nor the government unit by which it should

be levied need be considered here. What should be

clear is that some adequate provision should be made

against chances of the sort that have just been con-

sidered, and that insurance, in some form, furnishes

what appears to be the most promising method.
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4. While the determination of the qualities that

shall constitute fitness and the development of the

powers of the individual are essential, they are not

sufficient to secure the largest measure of national

strength and well-being. Much depends on the innate

capacities of the people. So far as is possible without

causing greater loss in other directions the increase

of those who possess ability must be encouraged and

the number of those who are incapable of becoming
useful members of society must be kept at a minimum.

The methods by which these ends can be accomplished
are to be found in the application of the principles of

eugenics and in the regulation of immigration. It

will, of course, be understood that in neither case is

economic capacity the only consideration that should

be taken into account.

Under present conditions any attempt to make prac-
tical use of the principles of eugenics should be marked

by great conservatism. The knowledge necessary for

their intelligent application is far from complete and

the dangers of an unsound policy are great. It is

possible only within very narrow limits to say who
would be good parents for the next generation, or by
what methods parenthood can best be encouraged on

the part of those who are well qualified for it and dis-

couraged or prevented on the part of those who are

not. The instincts that must be controlled are very

powerful; and much incidental harm may be done in

the attempt to direct or suppress them. Besides this

a serious question of individual liberty is involved

which is of too great value to be treated lightly.

It must not be supposed, however, that parenthood is
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a matter which is now left entirely to the men and

women most directly concerned. Among the most im-

portant instruments of social control are marriage and

the family. The state lays down by law the condi-

tions under which marriage may be contracted or dis-

solved. Whether wisely or not the attempt is made
to prevent the practice of birth control; and the agita-

tion against such laws very strongly suggests that

they have not been without substantial effect. Illegiti-

macy has an important legal significance. Even more

powerful, perhaps, than the law are social custom and

tradition. They have great influence in determining
the age of marriage, the selection of a spouse, and the

size of the family. To say that social regulations on

the subject are sometimes violated is to deny neither

their general importance nor the right of society to

impose them.

While the control which society now exercises over

the increase of the native population is not without

eugenic effect, it is not ordinarily governed by any

clearly defined eugenic purpose. Probably there is little

that can be done by law, at least until knowledge of

heredity is substantially increased. In that little, how-

ever, may be included the prevention of propagation
of their kind by certain types of the diseased, the in-

sane, and the criminal. Something has already been

done along these lines, but further action is needed.

At the other end of the scale, where parenthood is most

desirable, no special encouragement has been given;
and it is hard to see what legal encouragement would
be practicable. It is true that laws are proposed from
time to time the object of which is to encourage large
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families. Among these is the perennial suggestion of

a special tax on bachelors. So far as laws of this sort

would have any effect from a eugenic point of view it

would probably be bad; for unless discrimination of

an impracticable sort were to be made any pressure
that could be imposed would probably be felt most

keenly by those who were least qualified to found and

maintain a family.

On the face of it at least, social ideals often have an

effect directly contrary to that which they would have

if they were based on eugenic principles. It is often

said that society tends to die at the top, those who are

especially well qualified for perpetuating it having few

or no children and those who are themselves of low

caliber, having many. There is probably something in

this, though it should be noticed that the test that is

applied to judge ability is usually economic success,

and this is ordinarily dependent at least partly on other

things than innate capacity. Were the idea entirely

sound society might be expected to deteriorate; and

this, so far as can be judged, is not happening. The
fact probably is that among those who, for some ex-

traneous reason, are economically unsuccessful there

is some innate ability of high grade, and that a part

of this ability rises to the top in each generation. It

is even possible that some new ability arises through
the process of variation. Whether or not this be true

the results would probably be much better if the

economically successful were, as a rule, to have larger

families.

How social ideals in this matter can be improved
it is difficult to say. A few things, however, are clear :
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public opinion is a very powerful influence in deter-

mining individual action in matters of this sort, it

depends partly on knowledge ; and adequate knowledge
on the subject is not available. Further study is neces-

sary, and after this time must elapse before it can

have very much effect. A better understanding must

become a regular part of the mental equipment of those

who are influential in forming public opinion; and

from them it must extend to the people as a whole.

Not only must the importance of eugenic principles be

generally understood, but a way must be found of

determining with a closer approximation to accuracy
who are especially well or ill qualified for parenthood.

This, at any rate, would be much easier if a systematic
effort were made to develop the powers of the

individual.

5. Some of the problems connected with immi-

gration are similar to those connected with the growth
of the native population. The immigrants who remain

in the country become members of the nation in an

economic, if not also in a political, sense; and the

children born after their arrival are natives. The

regulation of immigration, however, is far easier than

the regulation of parenthood. The right of a man
or a woman to enter a country and settle there is not

regarded as sacred as the right to marry and have

children. The character of the immigrant can be

examined much more closely than is practicable in the

case of an applicant for a marriage license. When the

foreigner is refused admittance the matter is, with

comparatively few exceptions, definitely settled as far

as he is concerned, whereas the refusal of a marriage
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license does not necessarily preclude the birth of chil-

dren out of wedlock. It is only in the case of those

who are sterilized or brought under institutional care

that parenthood can be prevented ;
and there are many

of an undesirable type to whom these methods cannot,

as a practical matter, be applied.

The difficulty of judging whether or not a given
individual would make a good parent is much the same
in the case of the immigrant as in that of the native.

The immigrant, however, should be judged very largely

on the basis of what sort of a citizen he himself will

make. Those who are found to be undesirable may
properly be refused admittance. To be sure, the

characteristics which make a man undesirable may be

the result of traits fundamentally good which have re-

ceived an evil modification as a result of his early

environment. This is one of the things that should

be taken into account in judging how far he is desir-

able; but it is only one. It is, of course, only within

narrow limits that political opinions or economic condi-

tion should be regarded as tests of desirability.

National strength and welfare may, of course, be

increased through the coming of immigrants of a

desirable sort. Some new countries have made a

deliberate effort to encourage immigration of this kind.

England and the United States have both gained much
from their tradition of freedom and the fact that they
have been places of refuge from religious and political

oppression in other lands. Generally speaking, how-

ever, economic opportunity is the chief inducement

that can be offered to immigrants. This may attract

immigrants of an undesirable as well as of a desirable
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sort; but if those who cannot make a fair contribution

to national welfare are excluded the net result is fairly

certain to be favorable. In a new country with

abundant natural resources economic opportunity can

readily be made available. Where natural resources

cannot be offered on easy terms more depends on in-

dustrial organization. Efficiency in this respect means

opportunity, and in this way tends to attract ability.



CHAPTER VIII

THE CONSERVATION OF NATURAL RESOURCES

{ I. UNDER the head of natural resources should

be included all those parts of man's physical environ-

ment, so far as they are not products of his own in-

dustry, which are economically useful to him. It is

in natural resources that man finds the raw materials

for his industry and the external forces over which he

can exercise some control. He cannot increase the

amount of such resources, but he can add to his

knowledge of those that exist and of the means of

using more effectively those of which he knows. In

this way he may make actual those that Were previously

only potential. By the use of labor and capital he

can so modify the resources that nature provides as to

make them more suitable for his purposes or to pre-
vent a deterioration that would otherwise occur. All

this is a matter of increased expenditure of human

energy or of increased efficiency. The fact that nat-

ural resources are limited in amount is, nevertheless,

one of their most important and fundamental character-

istics ; and it is largely because of this limitation that

efficiency in their use is of great significance to national

welfare.

Natural resources may be divided into three main
classes depending upon the effect which use has on

167
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them. These may be described as inexhaustible, con-

ditionally exhaustible, and necessarily exhaustible.

The lines between the three classes are not sharp, there

being a few cases in which classification is difficult. A
given resource, for example, might theoretically belong
in the second or third class, but might properly be

placed, for practical purposes, in the first because it is

available in such large quantities that the reduction due

to man's greatest demands on it is insignificant.

Cases of this sort, however, are exceptional; and the

distinctions between the three classes are ordinarily

both real and important.

Among the resources that may be regarded as in-

exhaustible are many of the first importance. The use

of water, for example, whether for power or for irri-

gation, has no appreciable effect on the sources of

supply. Light and heat will continue to pour from the

sun regardless of what use man makes of them. Winds
and ocean currents, through their effect on climate, may
contribute greatly to the production of wealth, but the

production of wealth has no known effect on them.

Harbors, generally speaking, suffer no deterioration as

result of the arrival and departure of vessels. Owing
to the limited supply of some of the resources in this

class efficiency in their use may be important, but they

may be used to the fullest possible extent without fear

of loss.

In the class of conditionally exhaustible resources

belong those the exhaustion of which is easily possible

but may be avoided. The fertility of the soil, for ex-

ample, may be lost as a result of use, though by certain

methods of cultivation, such as the rotation of
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crops and the combination of dairying and stock-

raising with agriculture, this loss may be made very

small, if not entirely prevented. Fisheries are by no

means inexhaustible, yet they may be made to yield

large quantities of fish indefinitely provided sufficient

opportunity for spawning is allowed. Forests are fre-

quently destroyed in connection with the removal of

the commercially valuable timber, yet they can be made

permanent sources of supply at a somewhat higher cost.

Even when production takes place in such a way as

to cause some loss of resources of this type, complete
restoration is sometimes possible through such methods

as fertilization, the maintenance of hatcheries, and re-

forestation. In an important sense this means the sub-

stitution of capital for natural resources; but the effect

is the same as though there were no loss of the latter.

The third class includes those resources that are

necessarily exhausted by use and for which no prac-
ticable method of restoration is known. This is true

of such things as the metals, coal, and petroleum. In

the case of farming, the fisheries, and the forests

nature tends to replace what is taken away provided a

sufficient amount is left. It is otherwise in the case

of mines. The mineral that is left contributes nothing
towards replacement, and ordinarily is itself more
difficult of removal than it would have been had it been

taken out with the rest. No doubt improved methods

may in the future make available resources that are of

little significance at the present time. Gold can now be

recovered by the cyanide process from ores that it once

did not pay to work, and even from the leavings of

former operations. No doubt substitutes may be found
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for some of the things that can now be obtained only
from certain types of resources. Electricity generated

by water power has already taken the place, to a large

extent, of the power secured from fuel. There is no

assurance, however, as to what the future will bring

forth; and in the meantime natural resources of the

sort here under consideration are of great importance.
It is not only as a direct result of use that natural

resources are exhausted or destroyed. A forest fire

may be started by a spark from a passing locomotive.

The clearing of land may result in erosion. Some
losses are not due, even indirectly, to man's activity.

Harbors may become partially filled with silt and their

usefulness for commerce thereby impaired. Mines

may be injured by earthquake or flood. Some of these

losses can be prevented or restored at a cost that will

be amply justified. The forces of nature are construc-

tive as well as destructive ; and in some cases man can

contribute to the constructive process. Strictly the

expenditure of human energy on natural resources,

whether for preservation or for development, modifies

their character as natural resources. Many of the

problems of conservation, however, and, to a less ex-

tent, the problems of development, can better be con-

sidered in connection with natural resources than in

connection with capital.

2. Conservation should not be confused with non-

utilization. It is more often a matter of efficient use.

As has already been pointed out * the present use of

exhaustible resources for purposes of less importance

than those for which they would otherwise be used

1
Chapter III, pp. 49-51.
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later is a form of inefficiency and, if the facts could

be known, might well be prevented as a measure of

conservation. It is only within narrow limits, however,
that a reasonably reliable estimate of the facts, either

as to future needs or the ways in which they may be

met, is possible. The future may properly be dis-

counted rather heavily; but it should not be entirely

neglected. Where the cost of preservation or of

restoration, in the light of such facts as can be ob-

tained, is reasonable the bearing of those costs is justi-

fied. Certainly where hydroelectric power and fuel can

be made to serve the same purpose at approximately
the same cost the former is much to be preferred in the

national interest. There are, of course, cases in which

what appears to be simple destruction of natural re-

sources should not be condemned on the ground of

efficiency or of conservation. In the past much land

for agriculture has been made available by the clearing

of the forests though at the time no use could be made
of the timber. Broadly speaking, cases of this sort

should be regarded as the development of resources,

rather than as their destruction.

Many natural resources, whether exhaustible or not,

are available only in such quantities that their use is

subject to the principle of diminishing returns. A
water power, for example, can be used indefinitely

without deterioration, but beyond a certain point
the cost of the dam, and perhaps of other equip-

ment, increases rapidly, with a consequent increase in

the cost per horse-power. The water powers of the

United States are enormous, but they differ greatly

in accessibility and in the cost of development. Again,
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whether the methods of forestry be conservative or

not, the amount of timber secured from a given area

can be increased, beyond a given point, only at an in-

creased cost per board foot. Partly because of the

wasteful methods used in the past lumber must now be

carried for great distances. The same principle ap-

plies in the case of the fisheries. The pressure of

diminishing returns against agricultural land is such

as to justify costly reclamation projects. Some
minerals are known to be widely distributed through-
out the world. This is true, for example, of gold, but

in the case of many possible sources, extraction would

be so costly as to be out of the question. It is ordi-

narily cheaper to take only a part of the mineral from
a given mine than to take it all.

Under some circumstances natural resources may
legitimately be withheld from use, even for a consider-

able period of time. Obviously some delay is justified

pending the determination of a wise policy of develop-

ment, though in this case prolonged delay is rarely

necessary. Within limits not easily fixed reserves may
be held against a probable future need. Where the

use of a natural resource is destructive, as it necessarily

is in the case of mines, intensive utilization may be

enforced by the withholding from use of a part of the

resources available. On the other hand, there are

cases in which it is well to restrain the fullest use of

the best resources in order to compel the development
of those that are somewhat inferior to a point where

they will readily be available at short notice in an

emergency. A city, or a private corporation, dependent
on hydro-electric power, for example, may rightly in-
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sist that under all save the most extraordinary circum-

stances there be some surplus power, even though the

cost of maintaining such a surplus is considerable.

Generally speaking, however, the withholding of nat-

ural resources from the fullest use must, in the

absence of good reason to the contrary, be regarded
as an evil, not only because it deprives some men of

opportunities that they should have, but because, even

so far as the resources themselves are concerned, it

means national inefficiency.

3. Some attention has already been given to the

institution of private property with reference to na-

tional resources. 2
It was there pointed out that a

special class of persons whose own interests are, in a

peculiar sense, bound up with the natural resources

of the country is, generally speaking, desirable. The
time may come when this class will have outlived its

usefulness, but there is no reason to suppose that this

will be in the near future. There are some cases in

which a large measure of public control, or even public

ownership, is justified at the present time; but these

are exceptional. It must be remembered, moreover,

that while natural resources, in the strict sense, are

not products of human industry, they are commonly
very closely associated with it, and that what are really

profits, wages, or interest sometimes appear under the

form of rent. The problem is further 'complicated

where natural resources have already become private

property. In such cases, even if a policy of public

ownership is desirable, allowance must be made for the

expense of public acquisition. This is of course very

Chapter V, 6, pp. 106-109.
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largely a redistribution of cost, rather than an increased

cost, but it is a cause of increased difficulty, and in so

far some increase of real cost is involved.

It does not follow that the right of private property

is, or should be, absolute. It is always qualified by
the right of eminent domain even though compensation
is made to the owner. Taxes are, in many instances,

imposed with respect to private property; and a tax

is a compulsory contribution to the public for which

no specific compensation is made. Under the '"police

power" substantial burdens may be imposed on the

property owner without providing for any compensa-
tion. Private property in natural resources, moreover,
does not necessarily imply ownership in fee. It may
be qualified in various ways. Even a leasehold may
be made to serve some of the purposes of outright

ownership ;
and in some cases it may be better for the

nation, in its collective capacity, to lease the natural

resources that it owns rather than to give permanent
title to them.

There are a number of cases in which private rights

to natural resources are almost necessarily narrowly
limited or even entirely absent. The fish in the high

seas, for example, are not subject to private or, in the

ordinary sense of the term, to national ownership.
Even within waters subject to national jurisdiction pri-

vate property in the fish is not ordinarily practicable.

Fishing grounds may, indeed, be privately owned, but

the fish may in most cases readily pass from one place

to another, and no right of property follows them.

What is true of fish is, generally speaking, true of

game, though the land on which the game live is ordi-
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narily private property. Petroleum, like fish and

game, is not readily confined to a given area unless it

be a very large one. Where, as is usually the case,

many owners have land that gives access to the same

source of supply no one of them has any legal griev-

ance if others, working on their own lands, tap the

same reservoir.

All this has important consequences for efficient

utilization, especially with reference to conservation.

Those whose business is dependent on any such nat-

ural resources have, of course, a collective interest in

maintaining the source of supply. Where, however,
there are a number of concerns engaged in the industry
none of them can be sure that it will get the benefit

from any costs that it may incur in the interest of con-

servation. It is true that where one concern controls

a considerable portion of the business it can be confi-

dent that it will gain a substantial share of the benefit ;

and in some cases this will furnish a sufficient motive

for action. It is presumably because of this principle

that a few of the larger salmon canning companies in

Alaska maintain hatcheries, though they are no longer

required to do so.
8

It does not appear, however, that

the number of such hatcheries is nearly sufficient.

Where there are only a few concerns in an industry

cooperation for the conservation of the resources on

which they are all dependent may be possible, though
there is always the danger that anything of this sort

will be subject to suspicion as a combination in restraint

of trade, and an expensive even if successful

* Sec
*

Report of the Federal Trade Commission on Canned
Foods: Canned Salmon (1919), p. 75-
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defense may be necessary. Unless, however, there

were a very firm combination the motive of the indi-

vidual concern to pay a share in the costs of conserva-

tion would not be as strong as though the entire results

of its action or inaction were to accrue to itself alone.

Where combination is impracticable, and in some cases

it is, governmental regulation, if not governmental

operation, is often necessary in the interest of conser-

vation. Where a policy of regulation is adopted the

costs may generally be laid on the industry by appro-

priate taxation or by a system of license fees.

It would appear that the absence of property rights,

or of any adequate regulation, was one of the chief

circumstances which led to the decline of the North

Atlantic whaling industry during the last century.

Property rights were, of course, impracticable; and

save in a greatly qualified form would probably have

been objectionable if they could have been given.

Adequate regulation was, perhaps, no less impracticable
at the time. The result, however, was the loss of an

important resource in which the United States, jointly

with other nations, was interested. The sealing in-

dustry would probably have gone the same way, had

it not been for governmental regulations involving
international understandings. The imperative need for

regulation of the fishing industry, at least so far as it

lies within national jurisdiction, is now generally

recognized and provision is made for it. Mere regula-

tion, however, such as has been imposed is not ade-

quate, the government hatcheries are operated to main-

tain the sources of supply. Some important kinds

of wild animals have been practically exterminated,



NATURAL RESOURCES 177

and now hunting is generally subject to regulation.

In the oil fields great losses have been incurred through
the drilling of unduly large numbers of wells by the

owners of different lands that tap the same reservoirs.

In this case adequate regulation, at least unless com-

bination is permitted, is exceedingly difficult.

4. Private property in natural resources, even

when entirely practicable, does not necessarily assure

reasonably efficient operation. A very important con-

sideration is the cost, from a private point of view, of

securing new resources to take the place of those that

are destroyed or materially injured. Conservative

utilization generally involves costs of its own; and if

these are greater than the costs of securing new re-

sources utilization is not likely to be conservative. In

agriculture an abundance of free or cheap land com-

monly results in the cultivation of the same sort of

crop year after year with little or no fertilization, and
the consequent exhaustion of the soil. This is well

illustrated in the history of the United States, especially

in the South during the regime of slavery. Scientific

methods of forestry are hardly to be expected where

plenty of virgin timber is readily available. The in-

tensive working of mines means the taking out of a

large proportion of the mineral that they contain ; and

this involves expenses which will not readily be in-

curred if new mineral lands can be secured and de-

veloped more cheaply.

It may be thought that the ownership of large re-

serves encourages wasteful use, since) the holding of

such resources, whether they be used or not, involves

expense which makes some income from them desir-
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able. In some cases this idea is doubtless true; espe-

cially when the resources in active use are worked far

beyond the point of diminishing returns and there are

bonds outstanding on which interest must be paid on

pain of bankruptcy. It will probably be found in a

much larger number of cases, however, that the point
of view of those who hold considerable reserves covers

a longer period of time than that of those who do not,

and for this reason their policy will be more favorable

to conservation.

Conservation, in some of its forms, requires the

tying up of considerable amounts of capital with nat-

ural resources. How readily capital will be provided
for the purpose depends upon the length of time that

must elapse before the returns may be expected, the

adequacy of the estimated returns, due allowance being
made for the risk of loss, for compound interest on

all costs for the waiting period, and for certain other

factors that need not be considered here. In the case

of reforestation the time that must elapse before large

returns begin to come in ordinarily covers a period
of at least fifty years. The cost from a private point

of view includes, in addition to the cost of acquisition,

some annual expenditure, of which taxation is fre-

quently an important item. Besides this there is the

danger of heavy loss from fire or storm. Theoretically

there is the danger of loss through a decline in the

market value of the timber; but a rise in value seems

to be more likely than a fall, and this chance of gain

probably more than offsets the chance of loss. In the

case of agricultural land, on the other hand, the returns

ordinarily come in rather promptly. Fertilization of
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the soil, for example, may be expected to yield returns

within a year. In some cases, of course, the period

may be much longer. This would be true where the

land is not wanted for immediate use but expenses had
to be incurred to protect it from erosion.

It may, perhaps, be thought that where conservation

does not pay, it really means an inefficient, rather than

an efficient, use of natural resources. This would be

true if the private and the national points of view were

the same. The interest of the nation, however, ordi-

narily covers a much longer period of time than does

the interest of the individual. Most of the costs are,

indeed, national as well as private costs, but the perma-
nence of natural resources is of much more import-
ance to the nation than it is to the individual. For the

nation loss of natural resources means future weakness,

or at least a handicap to the growth in strength. The
loss may fall in but a small degree upon those who
are in control of natural resources at any particular

time. There is, of course, a limit, even from the na-

tional point of view, to the costs that may properly
be borne in order that certain natural resources may
be preserved; but the limit is much further advanced

than is the corresponding limit in the case of an

individual.

It cannot be successfully denied that under some cir-

cumstances the inefficient use of natural resources may
result in some advantage to a nation. This is espe-

cially likely to be the case when the damage done is only

partial and is of a sort which nature will repair, even

though slowly, or which may later be repaired by man.

The westward movement of the population of the



i8o NATIONAL INDUSTRIAL EFFICIENCY

United States, in so far as it was due to this cause,

may be taken as an example. If the United States was

to become the great and wealthy nation that it now is,

the acquisition and settlement of new territory was

desirable. In so far as the acquisition of the

western territory was the result of war it was not in-

dustrial in character, though not without economic

advantage.
4 Not all, or even the greater part of the

western territory was acquired in this way. Settle-

ment, however, was an important consideration in

connection with the maintenance of sovereignty and

with it the control of natural resources. It is not only
in connection with the acquisition of new resources

that the inefficient use of the old may have advanta-

geous results. It may apply the pressure necessary
to lead men to seek out new and better methods of

exploitation which may more than make up for all that

is lost.

It must be remembered, however, that the exhaus-

tion of resources, even when it results in some advan-

tages is itself an evil. Some men, and some nations,

will add to their resources or will learn how to make
better use of those that they have only when the failure

to do so will result in prompt and substantial evil.

Others will not do so, even under such circumstances ;

and in theordinary course of events these must perish.

Still others will be powerfully stimulated by any pros-

4
It may be admitted that war has, in the past, played a great

part in the growth of nations and even of civilization at large.
It does not, of course, follow that a world in which war is an

important means of advancing national interests is the best

possible; or even that if it be so under one set of conditions it

is so under all.
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pect of loss, and even in its absence will take action in

the hope of improving their condition. These are the

ones that are most likely to become dominant in the

world. A very considerable proportion of the people
who came to the United States from Europe, and to

the British colonies from which the United States was

formed, were men of this type. The partial exhaustion

of resources in the older parts of the country, and

still more the pressure which came with increasing

numbers, were among the chief causes of the westward

movement of the population. Now that the country
is fairly well occupied and few desirable additions to

its territory are practicable, save perhaps by a sort

of conquest in which the American people as a whole

have no desire to indulge, attention must be given
more largely to a better use of the resources which the

nation now possesses.

5. Among the circumstances that have an im-

portant bearing on efficiency in the use of natural re-

sources are competitive conditions. That unrestrained

competition is extremely costly, if not quite imprac-

ticable, in certain lines of industry, particularly those

in which the so-called public service corporations are

engaged, is now generally recognized. Usually, how-

ver, it seems to be taken for granted that competition
should prevail in the exploitation of natural resources,

though many who have given the subject special atten-

tion take a different view. Speaking particularly of

minerals, President Van Hise, of the University of

Wisconsin, some years ago, went so far as to say that

"the wastefulness of the competitive system can be

proved with regard to every product that is taken from
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the earth." 5 There are perhaps few who would go as

far as this. Even if it were conceded, however, that

a substantial amount of waste of natural resources is

inevitable under competitive conditions, it would not

follow that competition is equally important as a cause

of waste in all cases or that the same remedy should be

applied in all.

The significance of competition as a cause of waste

has, perhaps, received more attention on the part of

those interested in conservation in the case of mines

than in that of any other natural resources. Mines

are, of course, of many different kinds; and some

things that are true of one kind are by no means true

of all. Competition may be expected to work differ-

ently, for example, in the case of a coal mine of the

sort most familiar in western Pennsylvania and in that

of a placer gold mine in Alaska, and even between two

types of mines producing the same sort of mineral,

such as a placer gold mine and a gold mine that lies

far below the surface. The waste of competition seems

to be particularly conspicuous in the case of coal. This

may be due in part to certain peculiarities of coal min-

ing; but is probably due in a much larger degree to

the extent to which the coal mines have been developed.
It must be remembered, moreover, that the market

for coal is very extensive and the number of persons
interested in producing it is very large ; and as a result

coal has naturally received a great deal of attention.

Even if it be true, however, that the waste is especially
9 "The Relation of Big Business to Industrial Prosperity with

Special Reference to Mining." Report of the Proceedings of
the American Mining Congress, Sixteenth Annual Session

), P. 401.
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great, relatively as well as absolutely, in the case of

coal, a little consideration will show that the same

principles apply in the case of other minerals, at least

where the mines are at all extensive and well below the

surface.

There is much reason for thinking that where any
considerable proportion of the mines are of this char-

acter the business should be regarded as a natural

monopoly. Not only does the mine itself ordinarily

represent a large capital investment, but the fixed ex-

penses are large. In most cases flood can be prevented

only by keeping the pumps at work. Timbers often

rot very quickly; and in some cases more quickly if

the mine is not in operation than if it is. Galleries may
become blocked through the falling of walls or of

roofs. Upon the whole, deterioration of a mine, and

especially of an idle mine, is rapid. Besides this there

are various forms of overhead expense of the sort

usually found in a concern where the capital investment

is large. While the expenses are largely fixed the

demand for the product is in nearly all cases subject
to great variation. If the productive capacity of the

mines is large enough to satisfy the needs of business

in times of prosperity it will be too great at other times.

Discoveries, moreover, may lead to the opening of new
mines even at times when the business is not particu-

larly profitable. Under such conditions competition,
if not in some way restrained, is practically certain to

be intense and may even make it necessary to conduct

the business at a loss for a considerable period of time.

Since heavy expenses continue, even though the mine
is shut down or run part time, there is a strong
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temptation to keep it in operation and to take only
that part of the mineral that can be secured most

cheaply.

Oil wells are in many ways similar to mines. Only
to a limited extent, however, do the principles that have

just been considered apply to them. Some deterioration

is, indeed, possible; but the technical conditions under

which oil wells are operated are not such as to offer

the same temptation to leave a considerable portion of

it in the ground. On the contrary, it is likely to be

brought to the surface, under competitive conditions,

more rapidly than it can properly be cared for; and

the result is that a part of it is then, for all practical

purposes, destroyed. This, as has already been pointed

out, is due to the fact that the wells drilled on the land

of different owners tap the same reservoir, and each

is interested in getting out as much as he can through
the wells on his own land. Much waste can be pre-

vented where there is an able and wealthy organization,

such as the Standard Oil Company, that can in a very
short space of time put millions of dollars into pipe

lines and storage tanks. Even where the waste of nat-

ural resources is reduced in this way there is still great
waste of the other factors of production through the

drilling of unnecessary wells and the making of pro-
vision to care for large quantities of the product long
in advance of the time when it is needed.

In the case of the forests as in that of mines, only
a part of the possible product is ordinarily removed.

The part abandoned includes not only timber that might
be converted into a grade of lumber sufficiently good
for some purposes, but the raw material from which a
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number of different commodities might be made.

Right here appears a difference between the forests and

the mines though it is perhaps a difference in degree
rather than in kind. Most of the mineral that is now
left in the mine would, if taken out, reach the market

in substantially the same form as that which is now
taken there

; though in some cases where several differ-

ent kinds of mineral are found together only one of

them may now be taken. Part of the material that

is left in the forests would be converted into an in-

ferior quality of lumber and part of it into commodi-

ties of an entirely different sort. Differences in the

prices of the finished forest products, as well as in

the expenses of producing them must therefore be

considered.

It is probable that the circumstances which tend to

give the mines the character of natural monopolies

operate with less force in the case of the forests, though

they are clearly of some importance. Where bonds

are issued by the timber companies interest represents

a charge that must be met, and this is a matter of con-

siderable practical importance in the industry. Gen-

erally speaking a forest will not deteriorate very

greatly and may even be improved if operations are

suspended, though there is usually a fire hazard which

continues. The equipment will, of course, deteriorate ;

and in some cases this includes expensive works such

as docks and logging railroads. Mines, however, often

have similar equipment which is subject to the same

sort of deterioration, and in addition to this there is

the deterioration of the mine itself. Forestry involves

some other kinds of overhead expense, similar in a
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general way to those involved in mining. The prices

of forest products are also subject to great fluctuation.

While however some restraint of competition is prob-

ably desirable it need not be as far reaching as in the

case of mines.

It is fairly safe to say that competition is of less

importance as a cause of waste in farm lands, at least

after the country is fairly well occupied, than in most

other natural resources. This is not because competi-
tion brings about such an adjustment of demand and

supply as will assure the farmer of a fair profit each

year. As a matter of fact there is considerable specu-

lative element in farming. Not until a great part of

the costs of production have been incurred can it be

known how large or how good a crop will be obtained

nor what the market conditions under which it must

be sold will be. The costs of farming, moreover, are

in the nature of fixed costs to a much larger extent than

is generally realized. So far as the land and a large

part of the equipment are concerned, it will cost nearly
as much to let them lie idle as to use them. The enter-

prise and labor power of the farmer and his family

cannot, as a rule, be temporarily diverted to some other

economic purpose without serious loss. The industry
is not one which men may readily enter when it is

profitable and readily leave when it is not. When a

season is unprofitable so far as a particular crop is

concerned the farmer can ordinarily plant less of that

crop and more of another in the season following, and
it is usually desirable that he should do so. When,
however, agriculture as a whole is adversely affected

it may be a number of years before a satisfactory ad-
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justment is reached. That competition does not,

under such circumstances, lead to greater waste than it

does must be attributed mainly to the fact that the

effects of a use that will exhaust will be quickly felt.

Depressed agricultural conditions are doubtless un-

favorable to the improvement, and in some cases to

the maintenance, of the farms; but the problem of

keeping them in good condition is, after all, largely a

current one.

6. While competition must be included among
the causes of certain great wastes of natural resources

it is not always an independent cause. Of more signifi-

cance, perhaps, is its effect in intensifying the other

causes that are at work and, in some instances, in ex-

tending their application to natural resources when it

would otherwise be limited to one or more of the other

factors of production. Large fixed costs and a fluctu-

ating demand, for example, would result in losses

under conditions of monopoly, even if that monopoly
were wisely and patriotically directed; though it is

possible that in that case losses of the natural resources

themselves could be largely avoided. Wasteful use of

resources is very likely to take place when the user

has no property right or similar interest in them, even

though he meets with no competition ; but under com-

petitive conditions the individual may find wasteful use

practically necessary. It is true that competition is

itself a cause of some industrial wastes, but they usually

take the form of employing labor and capital under

circumstances which result in relatively little national

good, or in which the good is very largely offset by the

evil. In wasteful competition, unaccompanied by other
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causes of waste, natural resources are ordinarily in-

volved only to a minor extent if at all.

To say that competition is not an independent cause

of waste is not to say that it is of little importance,

especially when the removal of the other causes is im-

practicable. Under some circumstances wastes may be

greatly reduced, even though not eliminated by some

restraint on competition. Where, for example, fixed

costs are important few, if any, are willing to bear a

greatly disproportionate share of the losses that the ad-

justment of output to falling demand would necessarily

imply; and some could not do so without becoming

bankrupt. At the same time most of them may realize

that a reduction of output on the part of all would mean
less loss than would a competitive fight in which each

made strenuous efforts to secure as large a share as

possible of the amount of business available, and would
be willing to reduce their output in the same propor-
tion as did the others. The stronger may even be will-

ing to make special concessions to those who are too

weak to bear their full share of the burden, especially

when the output of the latter is but a small proportion
of the whole.

Limitation of output that makes a nation poorer is,

of course, highly objectionable; but limitation that is

necessary to prevent production at a loss is not ordi-

narily of this sort. The least costly way of reducing

output may be the complete closing down of some of

the establishments and the running of the rest at some-

thing approximating full time. This concentrates as

well as reduces the loss, and naturally none of those in

charge of an establishment is willing to have it con-
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centrated upon his part of the business. If, however,
the others are willing to pay him to be idle for a time

the loss will be divided; and this may be the best

possible arrangement for all concerned. The same

principle applies when the closing down will be perma-
nent. If, as seems to be the case, there are now too

many coal mines in operation it may be better to divide

the loss of closing some of them among the others

than to bring about the abandonment of the poorer
mines by competitive fight. Much of the loss took

place when the poorer mines were opened; but the

amount of cost involved in putting a stop to continued

loss depends partly on the methods adopted.
Restraint of competition does not necessarily imply

combination or the exercise of any substantial degree
of monopoly power on the part of those engaged in

the industry concerned. Very important restraints

are sometimes imposed by the government, either

directly or as an incident to some other phase of gov-
ernmental activity. The protective tariff is obviously
intended to restrain competition, but it does not neces-

sarily mean the establishment of monopoly. The "tax"

of ten percent on the circulating notes of state banks

is intended to prevent any competition in the issue of

banknotes with the national and federal reserve banks,

and does so very effectively; but that, of itself, does

not give any substantial degree of monopoly power to

banks chartered by the National Government. The
United States has attempted to limit the competition

of the railroads to those forms which it regards as

fair, and while it has not been entirely successful much
has been accomplished; but it is not this that makes
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the railroads monopolistic. The requirement that the

Alaska salmon canners establish and maintain

hatcheries, to which reference has already been made,
was rescinded, apparently because it seemed "an im-

possible requirement so far as the small packers were

concerned." 6 In the fishing industry, however, many
regulations are still imposed which necessarily limit

competition, at least as regards the forms that it may
take. In some cases governmental regulations as to

the way in which a business shall be carried on may
be sufficient to greatly reduce the wasteful character

of competition. In other cases some cooperation on

the part of those engaged in the industry seems to be

necessary.

Even when combination is permitted unrestrained

monopoly is not the only possible alternative to un-

restrained competition. Quite apart from govern-
mental regulation, the power of a combination de-

pends very largely on the character of its members
and the way in which they are organized. This is a

matter which will be considered more fully in con-

nection with enterprise.
7 Here it should be noticed

that combinations of one sort or another exist in many
lines of industry and are not without their influence,

though the result is often far from being complete

monopoly. Even in Germany where there are few

legal difficulties in the way of combination, the

monopoly power of the cartels is far from complete.

Generally speaking, the possibility of outside competi-

*
Report of the Federal Trade Commission on Canned Foods;

Canned Salmon, p. 75.
7
Infra, Chapter XIV, i, pp. 292-296.
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tion must be considered and at all times, in most cases,

the members have in mind the fact that the agreement
will expire in a few years and a new one will have to

be formed or the advantages of combination will be

lost. In the case of the Potash Syndicate the power
of the Imperial Government was finally exerted to

make the combination effective.
8

While, however, the

monopoly powers of combination are often much

limited, they are commonly very real and should be

exercised only under careful governmental supervision.

8
R. H. Tosdal, "The German Potash Syndicate: A Typical

Kartell," Quarterly Journal of Economics, Vol. XXVIII (1913),
pp. 140-190, especially p. 177; reprinted in Ripley, "Trusts, Pools
and Corporations," Ch. XXIII, pp. 795-832,



CHAPTER IX

LAND TENURE

I. CLOSELY related to the institution of private

property in land are the conditions under which such

property is held and used. 1 Transfers of title may
be easy or difficult. Holdings may ordinarily be large

or small. The owners may have direct charge of all

the work done on the land, they may share the responsi-

bility with others, or they may simply occupy the posi-

tion of landlords. Where tenancy prevails the tenants,

by reason of their character or of the strategic position

which they occupy, may hold the land on such terms

as will assure them of the benefit of all the improve-
ments they may make and offer them an opportunity
for development of which they will take advantage.
On the other hand, their character or position may be

such that they may easily be oppressed. There is, of

course, no one system of land tenure that is best under

all circumstances. The conditions that prevail at any

particular time are the result of social and economic

growth. They may be modified, and the course of

future development may be largely directed, by the

purposive action of society. Wise modification of them
1 For an excellent article which deals largely with inefficiency in

agriculture in eastern Europe, and the reason for it, see Durand,
E. Dana, "Agriculture in Eastern Europe," Quarterly Journal of
Economics, Vol. XXXVI (1922), pp. 169-196.
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is one of the means by which industrial efficiency may
be increased.

Under American conditions ease in the transfer of

title to land is, upon the whole, favorable to efficiency.

In many countries, of which the United States is one,

land is desired chiefly for the economic use that can

be made of it. Ownership gives but little in the way
of other advantages, such as social prestige or political

standing. As a result natural resources tend to fall

into the hands of those who can make the most profit-

able use of them. It is true enough, as has already
been pointed out, that the ability to make large profits

is a very imperfect test of efficiency. Certain kinds

of natural resources are occasionally acquired for the

purpose of establishing or retaining monopoly; and
while this generally implies conservation of a certain

sort, it does not imply efficient use. More frequently,

perhaps, natural resources are acquired by those who
make large profits through the use of unfair methods

of one sort or another; and while the ability which

most eminently successful concerns possess, whether

their methods are legitimate or not, is likely to result

in efficient use there is no guarantee that it will. In

such cases as these, however, the remedy would seem

to lie in dealing with monopoly and unfair methods

directly rather than in making it difficult for legitimate,

as well as illegitimate, concerns to secure the natural

resources on which their business must depend. So

far as farming land is concerned the opportunities for

illegitimate profit are comparatively few; and profits

are, upon the whole, a better index of efficiency than

they are in connection with most other natural re-
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sources. In all cases, however, there is the possibility

that resources will be acquired by those who will make
a wasteful use of them from the national point of

view, however profitable it may be from their own.

Ease of transfer may be helpful in securing efficiency,

but alone it is not enough.
What size holding is best depends very largely on

the nature and amount of administrative ability avail-

able, the character of the most effective methods of

exploitation that may be used under the circumstances,

and the extent to which markets are available at rea-

sonably profitable prices. Obviously there are im-

portant differences between different kinds of natural

resources. Mines and forests, for example, generally

require relatively large holdings. Farms should be

much less extensive. Building sites are relatively small

in area though they may be highly valuable. Generally

speaking as far as transfers of title are easily made
and the control of resources is desired only for eco-

nomic purposes little or no regulation by the state is

needed. As a result of natural selection holdings will

tend to be of the most efficient size. Even here, how-

ever, there are some exceptions. In certain cases an

owner may increase his holdings for the purpose of

acquiring monopoly power. In others a small holding

may possess a "nuisance value/' and the owner may
retard progress by holding out for an unreasonably

high price. Instances of this sometimes occur in cities

where a large site is desired for an important building

and the acquisition of a number of adjoining lots is

necessary for the purpose. It should be recognized
also that even in the United States land is sometimes
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desired for non-economic reasons, and there are cases

in which holdings are larger than is desirable in the

interest of efficiency.

Governmental action designed to affect the usual size

of holdings does not necessarily imply any serious de-

parture from the principle of private property in land.

It is true that the right of ownership, which it must

be remembered is never absolute, may thus be limited,

but within the limits set the right may receive full

recognition. The ancient statutes of mortmain, for

example, were designed to prevent a certain type of

concentration of ownership. Statutes against monopoly
may have a similar effect. The laws in regard to in-

heritance may favor large holdings, as in England,
or small holdings, as in France. Taxation as a means
of regulating the size of holdings has been strongly

advocated, and in a few places has been used for this

purpose. The object of these different kinds of

regulation has generally been political or social rather

than to secure efficient use, but they have a very im-

portant effect on efficiency. Regulations, for example,
which give a large number of people an interest in the

soil and tend to equalize opportunity are likely to in-

crease efficiency, provided that they do not result in

holdings so small as to make impracticable the scale

of production which, under the conditions of the time,

would be most effective. Carried too far they may
retard industrial progress and eventually be injurious

to the class of people they were intended to benefit.

As has already been suggested, special regulations

under the conditions of the present time in the United

States, are not ordinarily needed. Where, however,
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they are designed to deal only with the abuses that

sometimes arise they may be fully justified.

2. A special type of regulation is to be found in

the conditions under which parts of the public domain

are allowed to pass into private ownership. This is

of great importance in the United States where the

public domain included, until comparatively recent

times, a large proportion of the natural resources of

the country, and still is extensive. Since about the

middle of the nineteenth century two main lines of

policy have been followed in transferring land to pri-

vate ownership: large grants have been made to the

railroads as compensation for opening up the country;
and relatively small grants have been made to indi-

viduals, either at a low price or on condition that the

land allotted be developed. It was doubtless expected
that most of the land given to the railroads would be

sold by them in relatively small blocks as soon as pur-
chasers could be found at rather moderate prices. In

a great many cases this has not been done; and as a

result there are some enormous holdings, especially of

forest land. So far as the forests are concerned the

evil is much less than it probably would have been had

the attempt been made to dispose of such lands in small

sections, for large holdings are necessary for efficient

operation. Most of the land given, or sold at a low

price, to individuals has been farm land, and here a

general attempt has been made to adjust the normal

size of the holding to the ability of the typical settler

to make good use of it. Mineral lands have been dis-

posed of in larger tracts, but these have not, as a rule,

been very large.
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In all cases regulation of the size of the holding by
the conditions on which the original grant is made is,

in a sense, temporary, since after the title to the land

has passed to a private owner he may sell it in whole

or in part, and large holdings become possible through
the combination of those that are smaller. Frequently,

however, the effect of the original method of distribu-

tion may be appreciable for a long time, and in many
cases it may be regarded, for practical purposes, as

permanent. Natural selection works slowly, and what

it will do at any particular time depends partly on the

conditions then existing. Putting it in somewhat

different terms, the development of society is a matter

of growth. What features shall characterize any par-
ticular stage depends, in a large measure, on what have

characterized the stage immediately preceding it. The
conditions on which natural resources pass into the

hands of private owners must, for this reason, be

counted among the factors which determine the lines

along which growth shall take place. Doubtless mis-

takes may be corrected through the purposive action

of society or through the automatic working of other

natural forces; but such correction takes time and

effort. The wisdom of the policy adopted at any par-
ticular time may, therefore, have an important effect

on the future strength or weakness of the nation.

3. It is commonly assumed, in discussion of the

relative merits of the exploitation of natural resources

with the labor of owners, of tenants, and of employees,

that the best results will be secured by the first of these

methods when the conditions under which the work is

done are such as to make it practicable. Discussions
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of this sort deal chiefly, if not exclusively, with farm

lands, for it is recognized that large business units are

required for the effective exploitation of most other

kinds of natural resources. In the case of mines and

forests, for example, corporate organization is the rule,

and most of those whose services take the form of

labor are, and must remain, employees. It is true

that the employees of a corporation might own all of

its stock, and in that case they would collectively be

the owners. Under certain conditions this would be

very favorable to efficiency,
2 but it is a very different

thing from individual enterprise. What is no less to

the point, cases in which anything of this sort is prac-

ticable are decidedly exceptional. In farming, how-

ever, individual enterprise is the rule. Even on rela-

tively small farms some hired labor must ordinarily
be employed, especially during the harvest season, but

the work of the farmer is substantially similar to that

of the hired men though he has some authority and

responsibilities that they have not. The significant

thing, however, is not that some hired labor is em-

ployed but that, so far as the conditions under which

the work is done are concerned, the farmer may own
or rent his land and the farm laborer may become an

independent farmer.

The advantages which may be expected, under favor-

able conditions, from a system under which a large

proportion of those who work on the farms own the

land they cultivate are very great. Farm land can be

exhausted through misuse. It can be improved through
the wise expenditure of capital upon it. Indeed, a

*Cf. Chapter V, pp. 122-123.
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farm practically always represents the investment of

some capital; and this can be destroyed. How the

farm will be used depends very largely on the active

farmer. If he is the owner conservation and improve-
ment are ordinarily to his advantage; and if he is the

right sort of a man he will realize the fact. The feel-

ing of ownership commonly has a psychological effect

which is decidedly favorable to efficiency, not only as

regards the farm and its equipment, but as regards the

labor and enterprise of the farmer. Besides this the

independent position of the landowning farmer and

the fact that he has a stake in the country tend to make
him a more desirable citizen than he would otherwise

be. This advantage may be so great from a national

point of view as to justify some sacrifice of economic

efficiency ; though under the conditions existing in most

parts of the United States ownership is likely to react

on the character of the farmer in such a way that no

sacrifice of the kind would be implied.

So far as economic and social effects are concerned

it is sometimes difficult to draw a sharp line between

complete and qualified ownership. A mortgage on

the land gives an equity in it to the mortgagee which,

depending on circumstances, may result in lowered

efficiency on the part of the farmer, or in increased

efficiency through the stimulus which the possibility of

paying off the mortgage may give. A tenant may hold

under a lease that has still a very long time to run and

the contract rent may be substantially below the eco-

nomic rent with a high probability that it will remain

so. Leases of this sort are doubtless unusual, at least

in the United States so far as farm lands are con-
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cerned, though they can often be found in other cases.

A farmer, however, who held under such a lease would

be in much the same position, in important respects,

as the owner in fee; and many of the advantages of

complete ownership would be obtained. The significant

thing is that he would have recognized rights to the

land which would be distinctly valuable, though it is

probable that they would not be quite as effective as

complete ownership. The fact that some rent would

have to be paid, even though it were not the full eco-

nomic rent, would mean that his interest in the land

was less than if he had complete ownership and might
well have an unfavorable psychological effect.

Farm tenancy, as it usually exists in the United

States, however, is not of this sort. There is ordi-

narily no long term lease, readjustments of rent may
commonly be made at relatively short intervals, and

there is no assurance that the tenant will get all the

benefit of any improvements that he may make or that

he will suffer the losses due to the deterioration of the

farm under his management. As a result the owner

must ordinarily be something more than a landlord.

In practically all cases he must exercise care in the

selection of a tenant. Sometimes he can protect him-

self from loss by the terms of the lease on which the

land is let
; but even then some supervision on his part

is usually necessary. Commonly he must provide for

the improvements; and sometimes he even furnishes

the working capital in whole or in part. The tenant

is ordinarily in a better position to conserve and im-

prove the farm than is the landlord; but he has not

as strong a motive. Where tenancy is a step towards
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ownership the disadvantages may not be serious, since

the tenant is likely to have much the attitude of an

owner, both as regards farming and as regards his place

in society, if not as regards a particular piece of land,

Where such a farmer expects to buy the farm on which

he is a tenant, especially if the terms have already been

settled, no disadvantage whatever, so far as efficiency

is concerned, may arise from the fact that he is a

tenant. Where, however, the man who has the

capacity to become a high grade independent farmer

knows that he has little chance of acquiring a farm of

his own much is likely to be lost, both as regards his

own labor and as regards the land on which he works.

More than this, where the conditions are such that a

case of this sort is typical it is less likely that a class

of high grade farmers will be developed.

4. From an economic or a social point of view

it is in some cases difficult to distinguish between the

employee and the tenant, just as in some other cases

it is difficult to distinguish between the owner of the

fee and the owner of a leasehold. Where the landlord

provides practically all the capital used, including such

things as livestock, seeds, and tools, and supervises the

work carefully, it is he, even more than the tenant,

that is the enterpriser. In fact, the salaried manager
of a large farm may have more independence and re-

sponsibility than such a tenant, and may even have a

greater interest in the permanent success of the enter-

prise. His interest, perhaps, is not as great as it

would be if he owned the farm, and of course much
of the work must be done by men under him whose

interest is even less than his. Under certain conditions
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the advantages of large scale production, which make

ownership by the cultivator impracticable, may more

than offset the advantages of such ownership. Gen-

erally speaking, however, this is not the case in

the agricultural industry today ;
and so far as the con-

ditions of production are concerned there is no need

for a system in which the great mass of those engaged
in farming must remain in the position of employees
all their lives. This being so, a system in which the

prevailing tendency is for the cultivator to own his

farm is the most favorable to efficiency, provided only
there are a sufficient number of men who have the

qualities necessary to make them successful independent
farmers.

Right here is an important consideration which is

sometimes overlooked. 3 The independent landowning
farmer is not only a laborer, but an enterpriser, a

capitalist, and a landlord as well ;
and he must be able

to perform the functions of each of these. Partly

because the industry is one which is suitable for small

scale production the demands made upon him as enter-

priser, capitalist, and landlord may not be very great,

but they are substantial As enterpriser he must know
what to plant, when to plant it, and how to deal with

the various problems that arise in connection with

farming operations. He must be able to pass judg-
ment on all that is done and to assume responsibility.

'It is not always overlooked. A fuller exposition of the

general idea here set forth may be found in an article on

'Tenancy in an Ideal System of Landownership," by Richard T.

Ely and Charles J. Galpin, in the Proceedings of the Thirty-First
Annual Meeting of the American Economic Association, Ameri-
can Economic Review, Vol. IX (1919), March Supplement,
pp. 180-212.
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As capitalist he must have foresight and the will power
which saving requires, and as a practical proposition
must not only make full provision against depreciation
for all farm equipment, but must plant his crops and
care for his lifestock in anticipation of a return that

can be received only in the future. What is, perhaps,
the chief function of the landlord, using the term in

its strictest sense, is to see that the land is put into the

hands of one who will use it well. Since the land-

owning farmer is his own tenant, his ability as a

landlord really depends on his ability as a representa-
tive of the other factors of production. From one

point of view this may appear to be equivalent to say-

ing that he has no real functions as a landlord
;
but his

ability to be a landlord that is, his ability to remain

the owner of the farm depends on his ability to per-
form the other functions well.

Not all men possess these different qualities in a

degree that would enable them to become successful

independent farmers, however easy it might be for

them to acquire the necessary land. In some cases the

reason is, in all probability, to be found in their innate

character. It is highly doubtful, for example, that

any very considerable proportion of the American

negroes have the necessary capacity. In many cases

they will live quite as well as employees or as tenants

under a large degree of supervision as they would if

they owned the land and were left to their own devices

as to its use. Where, under such circumstances, some-

thing is left for the employer or the supervising land-

lord, it means that either harder or more efficient

work has been done ; and whichever it may be the land
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has been made to yield a larger product. What is true

of a large proportion of the negroes is true of some
white men.4 There are many who have lived on a

farm all their lives, and have had, so far as can be

judged, much the same experience as their more suc-

cessful neighbors, but who can never have any large

measure of success as independent farmers. They
may, however, do good work under more or less super-

vision. In a few cases no more may be necessary than

the enforcement of the terms of a lease, though usu-

ally more supervision than this must be provided.
Often men of this type remain farm hands all their

lives, or drift to the cities where they work under

supervision in some other industry.

The inability of a man engaged in agriculture to

become an independent farmer does not always imply
innate lack of capacity on his part. In some cases his

powers may be latent, due to the fact that his previous

experience has not been such as to develop them. In

other words the difficulty may be primarily educational,

though the sort of education most needed may not be

that which can be given in the schools, but rather that

which comes from social and economic environment.

The problem is largely one of the development of

enterprise, but it is particularly conspicuous in the

case of the farmer because agriculture is commonly
conducted on a small scale and the landowning farmer

4
Owing to better methods of production ". . . prewar statis-

tics show yields per acre for the large estates greater, in

every section of Russia, than those of peasant farmers, the
difference in most cases being from 10 to 20 per cent." Durand,
E. Dana, "Agriculture in Eastern Europe," Quarterly Journal of
Economics, Vol. XXXVI (1922), pp. 190-191.
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represents all four of the factors of production. It

should be noted that an environment in which the

farmers commonly own their farms is itself one of

great educational value, and, quite apart from its im-

mediate effects, arrangements which make it practicable

for the able farmer to own his farm are among the

factors favorable to efficiency in the long run.

Another difficulty in the way of the acquisition of

a farm, even by the able farmer, is economic. With
the growth of population land values tend to rise, and
with industrial development a larger amount of capital

must be invested in farm equipment. It is largely to

this cause that the growth of farm tenancy in the

United States is to be attributed. The rise in the

value of land, however, means that the land is becom-

ing more scarce relative to the need for it
;
and conse-

quently it is of increasing importance that it get into

the hands of those who can make the best use of it.

Generally speaking, the man who can make it most

productive is the man who can pay the most for it;

and any system which forced down the value of the

land would make the selection of those who were to

use it less exacting. Such a plan as that embodied

in the Federal Farm Loan System does not have this

fault, for it is still the best farmers who can best meet

the semi-annual payments. Improving the credit sys-

tem so that the farmer can more easily secure capital,

as is true of the farm loan system where the mortgage
is granted for the acquisition of land or the making of

improvements, has a double advantage, for it helps to

stimulate the accumulation of capital by those who are

able to do so, and to put it into the hands of those who
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can use it well. The fact should be recognized, how-

ever, that the growth in the value of land and

in the amount of capital needed means that the func-

tions of the farmer as landlord, capitalist, and enter-

priser are becoming of more importance and unless

he can rise to meet the responsibilities implied these

functions must be more largely performed by someone

else.

5. There are cases in which special action by some

governmental agency is desirable for the development
of national efficiency with reference to natural re-

sources. One of the best examples is furnished by

large reclamation projects, such as irrigation or drain-

age. "Waste land" that can be made productive is a

possible source of national strength whenever the need

for more land becomes pressing. In a great many
cases, however, projects of this sort are not such as

to appeal to private enterprise, at least without a sub-

stantial degree of government cooperation. Holdings
must often be exceedingly large, or at least the owners

of all the holdings affected must act as a unit. Gov-
ernmental rights must often be exercised in connec-

tion with the supply of water for irrigation and in

connection with the building and maintenance of

canals and ditches. Moreover the reclamation works,
after they are erected must be maintained, and for

this continued unity of action is desirable if not neces-

sary. One of the most common methods of dealing
with the problem is the formation of an irrigation or

drainage district, having authority, though not neces-

sarily unlimited authority, to assess those within its

boundaries. In some cases a larger governmental
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agency may undertake the work directly, later selling

the reclaimed lands.

There are some cases in which direct governmental

activity is desirable to prevent the loss of natural re-

sources the exploitation of which may properly be left

to private enterprise. The forests, for example, are

subject to a serious fire hazard. The government is

amply justified in enforcing stringent regulations as

regards the use of fire by all who enter them, includ-

ing even the owners. It may properly employ men
to detect a forest fire at the earliest possible moment
and to extinguish it or, if that be impossible, to limit

the area that it will cover. This, unless the holdings
are very large, can usually be done best by some cen-

tral agency. The expense, or at least a large share of

it, may legitimately be assessed against those whose
interests are directly affected.

It is sometimes said that since fire protection is un-

dertaken in the interest of the public at large the ex-

pense should be defrayed out of general taxation. The
effect of such protection, however, is normally to in-

crease the value of privately owned resources to their

owners. Most of the benefit which the nation as a

whole receives accrues to those owners in the first

instance. The special taxes involved are largely in

the nature of insurance fees. Where, as is possible,

the protection given is worth more than it costs from

a national, but not from a private, point of view some

contribution, other things being equal, may properly
be made from general taxes. The value of protection

to the owners, however, is so great that the contribu-

tion justified is likely to be small. To the conten-
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tion that the costs of fire protection in cities are com-

monly defrayed out of general taxes it may be replied,

not only that if the principle is wrong it should not be

extended, but that, as a matter of fact, the taxes out

of which such expenses are defrayed are usually local

taxes, and in very large part are ordinarily levied on

real estate. It is not proposed that the expense of

dealing with the fire hazard in forests should be deter-

mined for each holding and levied upon the owner.

The principle of taxation may still be applied, but

this includes the determination of the class of persons
who shall be subject to the tax.

Activity of the government in dealing with the fire

hazard in forests is but one example of the applica-

tion of a general principle. Another is the main-

tenance of fish hatcheries, to which reference has al-

ready been made. The loss of natural resources is a

serious evil from a national point of view, and the

nation has a right to prevent it by regulation or by

directly undertaking work of the sort that would

ordinarily be left to private individuals. The costs

of such action may reasonably be regarded as among
the costs of that particular industry.

One phase of governmental activity which touches

practically all industry is taxation. It is obviously

necessary that the government secure large revenues

for itself and, at the present stage of civilization taxa-

tion is the chief means by which this can be done.

While taxation is practically always a burden it does

not on that account necessarily lead to less efficient

methods of production. At the same time, unsound
methods of taxation may be an important factor in
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causing waste of natural resources. Generally speak-

ing, when annual taxes are levied upon exhaustible

resources the total amount that must be paid can be

reduced by hasty exhaustion. Annual taxes laid on

mines or forests without reference to the current in-

come, for example, encourage the prompt removal of

the mineral or the timber. They constitute economi-

cally one of the fixed charges that are so important
in these industries. Forests can, indeed be replaced,

but to tax annually a crop that takes half a century
or more to grow is very likely to mean that the amount

paid in taxes must be accumulated at compound inter-

est in calculating the amounts that must finally be

received if the industry is to pay. In the case of

farm land, where the crop is an annual one, it makes
much less difference whether the land and the crop are

themselves taxed or whether the tax is laid on the

return actually received. Unless the tax is a very
burdensome one it will not have very much effect in

preventing the proper maintenance of the farm.

It is not argued, of course, that natural resources

are not proper subjects for taxation. They are very

decidedly proper subjects; but if taxes, which are a

current expense, are to be laid according to the prin-

ciple of ability to pay, they should be laid according
to current income. Doubtless taxation may be used

as a means of regulation rather than of revenue; but

generally speaking the difficulty that arises when a

tax is used for two purposes are somewhat the same

as those that arise when a man attempts to serve two

masters. One or the other purpose is likely to be very

badly served. The difficulties that are here under
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consideration, however, are not ordinarily the result of

an attempt to serve more than one purpose, but are

due rather to the unsound principles on which the

tax is laid, and especially to the failure to conform

to recognized canons of taxation.



CHAPTER X

THE INCREASE OF SAVING

i. As has already been pointed out, capital

though essential to any large measure of industrial

accomplishment, is a secondary factor in production.

Capital goods are themselves products of industry,

and consequently waste of them ordinarily implies

waste of all of the factors of production. At the

same time there is one productive function which is

peculiar to the furnishing of capital. This has to do

chiefly with "saving," or "waiting;'* and attention will

here be given primarily to this function, and to matters

closely related to it, rather than to the goods in the

production of which it plays a part.

The saving of capital is not, of course, something
that is done once for all. Capital goods wear out,

and in this sense are consumed
;
but so far as industry

is successful the amount of wealth which they repre-

sent changes form with some increase. Proper finan-

cial administration of a business normally requires

that full provision be made for the maintenance of all

capital ;
and this implies that a part of the gross earn-

ings must be made to take the form of capital goods.
That maintenance is a form of saving is most obvious

in the case of a depreciation reserve, which is simply
the name formally given to the amount of earnings

211
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that is set aside, or reserved from distribution out of

the earnings, to make up for the loss of capital goods.
The principle is in no way altered by the fact that the

"reserve" appears on the liability side of the account,

the actual wealth often being distributed among the

assets. If dividends are paid without adequate pro-
vision being made for maintenance they may properly
be said to be paid out of capital; but the fact that

dividends can be paid out of capital means that con-

sumption is an alternative, so far as the amount of

wealth that they represent is concerned, to saving.

While consideration is here given primarily to saving

rather than to capital goods, a few words may properly

be said about the latter. Plant efficiency, whether the

term be broadly or narrowly used, is now recognized

as a subject for scientific treatment ; and some impor-
tant studies have been made, both by men connected

with particular industrial establishments and by inde-

pendent investigators. Most of these studies are tech-

nical in character, dealing concretely with capital

goods : the forms that are most desirable and the ways
in which they should be used. Many of the applica-

tions of natural science to industry fall under this head.

So do some of the studies of the material and equip-
ment that are best for particular purposes, the internal

arrangements of the plant, and its geographical loca-

tion. Even the choice of a shovel for the use of a

particular type of workman doing a particular type
of work involves, in a very important sense, a problem
of the efficiency of capital goods. It is obvious, how-

ever, that more than the efficiency of capital is in-

volved. A wise selection of capital goods indicates
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efficiency of enterprise, and the use of them will result

in greater efficiency of labor. While the point of view

from which the subject is here considered is somewhat

different, the value of such studies should be recog-
nized. Though usually made with special reference

to private gain they are of great national signifi-

cance.

Efficiency has received less formal recognition with

reference to the financial phases of the subject ; though
some valuable studies have been made that need but

little modification to bring out clearly their relation to

it. Some of these have been made with special refer-

ence to the welfare of the very poor, the point of view

being chiefly that of the welfare of individuals. Some
have been made by business concerns which wished

to secure capital for their own use or to transfer it

to others for a consideration. Here efficiency is com-

monly sought, but it is chiefly efficiency from a private

point of view. In this case, however, the private and

the public points of view have much in common. A
very important phase of the whole subject which, un-

fortunately, seems to have received but little scientific

attention is the psychology of saving.
The interest of the owner of capital is to be found

almost entirely in the safety of the principle and in the

economic return. Capital, as such, has no rights that

need be considered,
1 but it is well to remember that

capitalists have. In this connection it should be no-

ticed that some writers, especially those trying to make
an emotional appeal, speak of "property rights" as dis-

1 That cruelty to animals is wrong may, of course, be admitted ;

but it has little bearing on the problems here under consideration.
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tinguished from "human rights." When used in an

argument this generally involves a begging of the

question; for what are called property rights consti-

tute one form of human rights, though not necessarily

the most important. They are not the rights of prop-

erty, but the rights of men to property.
2 The rights

of capitalists are implied by the human institution of

private property, at least in its present form
;
and the

proper determination of these rights and respect for

them have an important bearing on the creation and

use of capital, and so on the welfare of men.

In considering the furnishing of capital to industry
attention may properly be confined to a few of the

most general aspects of the subject. These fall into

three groups. The first has to do with the creation

of capital. The second deals with the putting of capi-

tal into the hands of those who can use it well, where,

as is often the case in modern industry, the owners

and users of capital are not the same persons. The
third is concerned with the protection of the owners of

capital, especially where they are not directly respon-
sible for its use. As will appear in the course of the

discussion, the problems in each of these groups, while

fairly distinct, are sometimes closely related to each

other.

2. Increased production or increased efficiency in

consumption unaccompanied by a decrease in produc-
tion makes larger the amount of wealth available for

saving. This may make it easier to save, in the sense

that less will power is necessary for the accumula-

tion of a given amount of capital, and in so far make

"Cf. Carver, "Principles of National Economy/' p. 113.
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saving more efficient The effects in this respect, how-

ever, may be insignificant. The desire to spend, which

must ordinarily be overcome before saving can take

place, may apply with practically undiminished force

to any increase in the amount of available wealth,

above that required for urgent necessities. Increased

efficiency in consumption makes possible more leisure

and less production without any lowering of the stand-

ard of living. In much the same way advantage may
be taken of any increase in productive efficiency by

greater leisure rather than by greater wealth. While,

however, increased efficiency in production or in con-

sumption is not, of itself, sufficient to insure increased

efficiency in saving, it is among the circumstances

that may contribute greatly to it.

If efficiency in saving were the sole object of human

society, as represented by the nation, or were the sole

means by which its objects could be advanced, it would

doubtless be well to put income as largely as possible
in the hands of the most efficient savers. It is not,

of course, the final object at all, nor is it the sole

means. Increased efficiency in saving might unques-

tionably be secured at an excessive cost in other direc-

tions. It is probably true, for example, that the rich

can save more easily than the poor; and if this be so,

increased saving, without increased cost so far as

saving alone is concerned, might be secured by methods

which would result in greater inequalities in the dis-

tribution of wealth than now exist. What would be

the best distribution of wealth, however, is a very

large subject ; and one to which little attention will here

be given. Some things that bear upon it have been
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said, or implied, in other parts of this work. 8 For

present purposes it is sufficient to note that in so far as

distribution is based on contribution to production,

success in saving and investment gives additional

power for the increase of capital.

Increased motives for saving, whether as a result of

larger rewards for the individual capitalist or a higher

appreciation on his part of the rewards that can be

obtained, will normally lead to a greater accumulation

of capital This may be exceedingly desirable, both

from an individual and from a national point of view,

but it is not necessarily a matter of efficiency. In this

respect it is analogous to an increased output on the

part of the laborer as a result of increased motives for

hard work. Doing what one wishes to do doubtless

involves less expenditure of energy than doing the

same thing when one does not wish to do it. In so

far as this is the case increased motives for saving

may result directly in some increase in efficiency,

though the increase in the expenditure of energy
to which they lead is likely to be of more importance.

Indirectly through their influence on the development
of thrift their effect on efficiency may be of much

greater significance.

Thrift, so far as it implies the development of habits

of saving or the ordering of one's affairs in such a

way that saving is made easier than would otherwise

be the case,
4

is distinctly a matter of efficiency. Habits

of saving are in many ways analogous to skill in labor,

'Especially Chapter V, 5, pp. 101-105.
4
Thrift is often spoken of as though it had to do entirely

with saving. It is, indeed, opposed to extravagance, but it may
imply various forms of wise expenditure as well as saving.
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for they make possible the accomplishment of a given
result with less expenditure of energy. The develop-
ment of such habits is one form of the development of

human powers. A wise ordering of one's affairs with

reference to saving is analogous to a manner of living

on the part of the laborer that will give him the

strength and vigor that he should have. The thrift

movement, therefore, in some of its aspects, contributes

in an important way to efficiency in saving.

3. Motives for saving and habits of saving are

partly dependent upon individual and partly upon social

considerations. Foresight and will power, which are

among the chief human conditions of saving, are indi-

vidual qualities; but the things which a man desires

for the future, as well as for the present, are largely

dependent upon social ideals
;
and for most persons it

requires less will power to drift with the social current

than to move in a different direction or at a different

rate of speed. Again, opportunities for safe invest-

ment which are, generally speaking, beyond the con-

trol of the individual saver, make saving better worth

while; for the present value of a given future income

is greater when that income is reasonably certain than

when it is highly doubtful. Putting it somewhat dif-

ferently, the risk that the proper rewards for saving

may not be secured should be reckoned among the

costs ;
and they have an adverse effect on the wisdom

of saving. So too must the difficulty of finding good

opportunities, even when such opportunities exist, be

reckoned among the costs. Doubtless great risks must
be taken if industry is to be even moderately progres-

sive; but some men are less qualified for the taking
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of these risks than are others, and where it is difficult or

impossible for a man to discover those ways of using

capital for which he is best qualified there is not the

encouragement for saving that there should be.

Education of the individual is one of the means by
which the amount of saving can be increased and the

cost of saving reduced. It is a proper function of edu-

cation to bring out the innate powers which the indi-

vidual possesses and to give him a better appreciation

of the ways in which wealth can be wisely used. This

method has been adopted with some success in at-

tempts to improve the condition of the very poor. It

can be, and to a certain extent is, used in the schools.

Apart from its direct effects on the foresight and

will power of the individual, education helps to awaken

the critical faculty, at least in many minds in which

it would otherwise lie dormant, and so weakens the

tendency to follow blindly the prevailing social ideals.

Under present conditions these are favorable to large

consumption as a form of social emulation. Consump-
tion is, indeed, the proper end and aim of production,
but in so far as it is merely competitive it is, for the

most part, wasteful. Not only must the sacrifices

and disappointments of those who are not successful

be set against the enjoyment of those who are; but

there would be very little loss to anyone if the amount

of wealth thus consumed were less, the proportions re-

maining about as they are.

It is doubtless true that competitive consumption
has itself some educational value. For the great mass

of people, who cannot depend on inherited wealth,

it makes large production a condition of success. It
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is thus favorable to the establishment of habits of

production and to the discovery of new methods that

will make production more effective. In America, at

least, it has upon the whole been favorable to the per-

sonal participation in industry of men of wealth and

ability. There would, of course, be little advantage in

this if all the results of increased production were

wastefully consumed. As a matter of fact it would

seem fairly clear that a considerable proportion of them

are wisely utilized. The general increase of produc-
tion benefits those who will make good use of wealth

as well as those who will waste it. It seems probable
also that saving is increased even among those who
are inclined toward extravagant consumption, partly

because personal participation in industry gives them a

greater interest in it than they would otherwise have,

and partly because increased capital is a condition of

increased production which, in turn, is a condition

of increased consumption. They may spend much
more but they save some more. Quite aside from this,

there is a considerable national advantage in increased

productive power, for it furnishes a reserve of strength
which can be utilized in an emergency sufficiently great
to justify extraordinary restriction on consumption and

a basis for greater national strength and welfare,

even under ordinary conditions. While, however,

some net advantages may result from competitive con-

sumption as a social ideal they are obtained at a very

high cost.

While something can be accomplished by the educa-

tion of the individual, even so far as it affects him

alone, it must be carried far enough to affect social
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ideals if the greatest possible increase in the efficiency

of 'saving is to be brought about. Social ideas exer-

cise a powerful influence upon the individual and,

upon the whole, it is desirable that, for the vast ma-

jority of men, they should. Blind conformity is, of

course, inconsistent with progress; but a certain

amount of social harmony is needed, and this is ordi-

narily inconsistent with complete individual indepen-
dence of thought and action. Education of the indi-

vidual, since it affects a member of society, has some

social effect; and when the individuals concerned are

leaders or their numbers are large the social effect

may be great. Such education as can be given in the

schools, though not without importance, is far from

sufficient to give the best results. In the first place

it can deal, at any one time, with but a relatively small

part of the population, and that part not particularly

influential. It is true that the children of today will

make up the most influential part of the population in

the not distant future; but in the meantime they are

subject to powerful influences which are often un-

favorable to thrift. In the second place, foresight is

ordinarily a quality that should be based on observa-

tion or experience, and this calls for a greater degree
of maturity than most of those in the schools possess.

Important as the education of the young is, influences

which act directly upon those who control most of

the income received from industry are probably of even

more importance in this connection. Such influences

are brought to bear by corporations which need capi-

tal and must appeal to the public for it, as well as by
a great variety of financial middlemen. They are
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brought to bear by financially sound corporations which

endeavor to interest employees and customers in the

purchase of their securities. At times they have been

brought to bear directly by the government.
A national debt, as such, is not ordinarily a na-

tional blessing. The purpose for which a national debt

is incurred may be wholly good, and even war, which

is the chief source of national debts, may sometimes

by justified as the less of two evils. Comparatively
few things in this life are wholly bad, and even in a

national debt incurred for war some good may be

found. There is little reason to doubt that one of the

few beneficial economic effects of the Great War was
an increase in the practice of saving on the part of

the American people, and of other peoples as well.

The Liberty Bond campaigns resulted in the purchase
of those securities by many people who had not pre-

viously known what a bond was and who had saved

very little. Under the conditions of the time the

amount of will power needed for the saving which such

investment implied was less than under ordinary con-

ditions, though undoubtedly considerable sacrifices

were made. The wealth which the government se-

cured by means of the bonds was, of course, for the

most part, destroyed; but the purchase of the bonds

represented savings, so far as the purchasers were

concerned, and much of it was wealth that would other-

wise have been consumed with little permanent benefit

to the consumers. It is doubtless true that in many
cases the effect was temporary, and no permanent

change took place in the attitude of those concerned

towards saving. Such indications as are available,
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however, very strongly suggest that the effects were,

upon the whole, considerable. There can be little doubt

that the bond business has greatly increased. At the

same time the average sale of bonds by a bond house

has become considerably smaller. There is today a

large demand for bonds of lower denominations than

were at all common before the Great War. It is im-

possible to speak with confidence as to the significance

of such facts as these, but they point to a substantial

increase of saving and investment by persons of mod-
erate means.

4. There are probably very few honestly and ably

managed financial institutions that do not either make
the accumulation of capital easier or its use more ef-

fective. Many of them do both, though some of these

are more commonly thought of in connection with the

first and some in connection with the second. Insti-

tutions that are concerned with the accumulation of

wealth must ordinarily guide or direct its use
; and on

their success in this their power to stimulate accumula-

tion is largely dependent. Institutions that can use

capital well naturally wish to encourage its accumula-

tion. While, however, the close relation of the two

phases of the subject should be recognized they can

best be considered separately.

Conspicuous among the institutions for the develop-
ment of thrift among the people are the savings banks,

both private and governmental. Generally speaking,

they are specially designed to serve people with small

incomes, though they are used to some extent by others.

Frequently, at any rate, among those of the trustee

type, the maximum amount that any one may have on



THE INCREASE OF SAVING 223

deposit is limited, and in practically all types of savings
banks the deposit of small amounts at a time is en-

couraged. In many cases stamps, coin cards, and small

"banks" that can be taken home are used to aid in the

saving of still smaller sums. The attention given to

small amounts is significant for efficiency in at least two

ways. In the first place, there are many persons who
can definitely set aside a few dollars or less at a time

who lack the power to save as much if a larger sum
must be accumulated before it can be definitely marked
as savings. Once a deposit is made its withdrawal

ordinarily implies a deliberate decision on the part
of the depositor. The principle probably applies to

everyone; though there are some who can save larger

amounts to whom the setting aside of a few cents,

or even a few dollars, at a time would be an intolerable

nuisance. In the second place, attention to small

amounts tends to develop habits of saving. From a

national point of view it is desirable that savings banks

be made available in every community; and this is

one of the strongest arguments in favor of a good

system of postal savings banks.

Insurance companies are likewise important instru-

mentalities for the accumulation of capital. This is

most obvious in the case of life and disability insur-

ance, the primary function of which is to provide an

income, or at least a fairly large lump sum, for the

beneficiary. Even if the principal be eventually con-

sumed there is temporarily some saving. Much the

same thing is true in the case of property insurance,

though here the primary object is to replace unavoid-

able losses of wealth, rather than to substitute income
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from capital for income from personal activity. Prac-

tically all forms of insurance imply the regular setting

aside of definite sums as opposed to their prompt con-

sumption ; and this is saving as far as the individual is

concerned. Besides this, the total amounts collected

and invested in industry by the insurance companies
are very great. The endowment life insurance policy

contains an element of saving very similar to that

which takes place through the savings banks with the

additional feature that the payments made by the

insured must show a substantial degree of regularity.

Largely for this reason they tend to be thought of

by the insured as a part of his normal necessary ex-

penditure, and the making of provision for them re-

quires less exercise of will on his part than the saving
of sums that are more apparently available for con-

sumption. To what extent insurance tends to develop
habits of saving, beyond what is necessary for insur-

ance itself, it is difficult to say; though its influence

in this respect is probably great.

Commercial banks are more conspicuously concerned

with the use of capital than with its accumulation.

Their deposits are largely the result of loans made by

them, and even of the cash deposited a large part ordi-

narily consists of funds that are already employed in

business and would be so employed even if the banks

did not take care of them. There are several respects,

however, in which commercial banks contribute to

efficiency in saving. Even when they do not receive

"savings deposits" bearing a special rate of interest

and subject to notice of withdrawal, they perform some
functions similar to those of savings banks, though
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they ordinarily appeal to a different class of persons
and the items handled by them are generally larger.

There are many persons who find it easier to refrain

from drawing a check than to refrain from spending
actual cash which they have on hand. The financial

advice which the banks give to their customers and the

conditions under which they advance credit are prob-

ably of more importance. In some cases the result may
be simply greater efforts in saving; but the influence

of the banks is favorable to the establishment of busi-

ness habits and customs as a result of which investments

are maintained, and even increased, very largely as a

matter of course.

Dealers in bonds, mortgages, stocks, and the like

may seem, at first glance to appeal almost entirely to

those who have control of savings already made. Sales-

manship, however, does not consist merely in bring-

ing opportunities to the attention of those who are

already interested, or even in inducing them to buy
from one concern rather than from another. It in-

cludes also the creation and development of demand.

Dealers in securities compete, not only with other

dealers in securities, but with dealers in goods of all

sorts, especially those who handle luxuries. So far

as they cause people to have a better realization of the

importance of saving to themselves and lead to the

making of greater sacrifices in order that it may be

accomplished the question is not one of efficiency;

but so far as they familiarize people with investments

and with certain kinds of speculation, and make the use

of wealth for such purposes a natural thing efficiency

is increased.
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5. There can be little doubt that the sole owner-

ship of an industrial enterprise is favorable to saving
on the part of the owner. It not only strengthens the

motives for saving, but the identification of the busi-

ness with the man gives him an interest in it that

makes the expenditure of wealth on the business simi-

lar in many ways, so far as his personal satisfaction

is concerned, to the expenditure of wealth for his own

consumption. In a sense it is consumption without

being any the less production on that account. In so

far as this is the case it increases efficiency in saving.

Generally speaking, the same principle applies, though
in a less degree, to the partnership or the close corpora-
tion. It may not be totally absent in the case of those

who hold the controlling interest in a great corpora-

tion, but is likely to be of relatively small importance.
For this reason it may seem that large scale produc-

tion, with its ordinary implication of the great corpora-

tion, has an adverse effect on efficiency in saving.
Doubtless it has, so far as certain persons are con-

cerned; but there are many people who are in a posi-

tion to save who could not successfully operate
businesses of their own, even if production could be

effectively conducted on a fairly small scale. Among
these are persons who have a high capacity for labor of

a specialized sort and those who do not take an active

personal part in industry. The great open corpora-

tion, when properly conducted, makes investment in

industry practicable for more persons than would a

number of relatively small, closely owned concerns,

whether incorporated or not, having the same aggregate

output, unless, indeed, the scale of production were
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exceedingly small and the number of such concerns

very large. Moreover the great corporation makes it

possible for a man to have part ownership in an indus-

try where complete ownership would be entirely out

of the question for him. This is especially important
in view of the apparently successful efforts which some

large corporations are making to encourage stockhold-

ing by employees.
Besides this, large savings are made by corporations

themselves. What shall be done with earnings ordi-

narily depends on formal action by the directors ; and

earnings put back into the business are savings. To
save in this way earnings in excess of ordinary divi-

dends is generally easier than to save a part of the

dividends themselves, even when they are larger than

usual. From one point of view it may, of course, be

regarded as a forced saving so far as some of the

stockholders are concerned; but this results from the

fact that the action of the corporation is collective,

not individual, action. How power and hardship are

distributed among the members need not be consid-

ered here. What is important to note is that savings

through the investment of earnings in the business will

not be made unless there is motive for making them.

Such saving, however, does not ordinarily require as

strong a motive as would be necessary to induce an

equal amount of saving among the stockholders as

individuals.

6. Efficiency in the furnishing of capital to indus-

try has to do not only with the human energy spent
in accumulating a given amount of it, but with the

extent to which it gets into the hands of those who
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will make the best use of it and the cost involved in

getting it there. From a private point of view the

ability to make good use of capital is to be judged

chiefly by the amount and certainty of the return that is

offered for it. From a national point of view, at least

when industry is considered as a whole, this is far

from satisfactory. That phase of the problem how-

ever, has to do more largely with enterprise than with

capital ; and in so far as the conditions are made favor-

able to efficiency in enterprise the ability to pay well for

the use of capital may be taken, with comparatively
little qualification, as indicating the ability to use it

well.

Under modern conditions large amounts of capital

are saved by persons who cannot themselves direct

its use; and the transfer of capital from owners to

users is primarily a matter of borrowing and lending.

Strictly speaking, no borrowing or lending is involved

when a man, or a group of men, uses his own capital

in his own business. It is important, however, that

attention be given to the substance rather than to

the shadow. Strictly and technically, the man who
becomes a stockholder in a corporation becomes one of

the joint owners of the business ; and it would be well

if this fact were more generally realized by those who

regard themselves as investors. The corporation is,

indeed, a person for certain purposes; but it is also

an association of which the individual stockholders

are members. Their position as owners is not altered

by the fact that they act through an elected board of

directors; but it is unquestionably obscured. Many
stockholders think of the company as, in very truth,
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an entirely different person from themselves. Judged

by their intentions, by their action or inaction, and

by their influence, they are lending; and, it may be

added, they are often so regarded, though not without

qualification, by those who, in fact, control some of the

most conservative corporations. Besides this corpora-
tion securities are of many kinds, and shade by almost

imperceptible degrees from common stock to the high-
est grade of bonds. For these reasons it will be well

to include the purchase and sale of stock in considering
the transfer of capital.

There are few, if any, departments of business in

which there is more need for independent middlemen

than in the marketing of corporation securities and

other instruments through which long time loans are

made. As commodities securities are not finished

goods at a time they are put on the market, but de-

pend for their value on the resources or the continued

success of those issuing them. To form a reasonably

good judgment of their quality ordinarily involves con-

siderable expense for investigation and the exercise of

well trained ability. This some types of middlemen

can provide. Comparatively few of those who have

capital to invest are in a position to bear the whole cost

of an investigation or even to pass on its results with-

out expert advice. They can hardly look to the issuers

of securities for full information and impartial judg-
ment. Some of the latter are dishonest and none are

disinterested. The services of the middleman may also

be of considerable value to the issuers, for the market-

ing of securities is not ordinarily a regular part of

their business, and they have neither the selling organi-



23o NATIONAL INDUSTRIAL EFFICIENCY

zation nor the experience to deal effectively with the

marketing problem involved.

There are, of course, some cases in which sellers

and buyers can advantageously deal with each other di-

rectly. When the owners of capital are already famil-

iar with the character and business of those who wish

to use it and the amount required is no greater than

they are in a position to provide no middleman is

needed. The very large capitalist who makes a busi-

ness of investment may be as well equipped as any
middleman to investigate and as able to pass on the

merits of a loan. Unless, however, he assumes re-

sponsibility for the whole amount some duplication of

the work of investment is generally implied.
A going corporation may appeal to its stockholders,

employees, or those with whom it has business rela-

tions for the purchase of its securities. When this is

done the purpose is not, as a rule, merely to secure

capital. Stockholders have ordinarily a right to sub-

scribe to their pro rata shares of the issue of new stock

before it is offered to the public, and if, as is com-

monly the case, the price which they have to pay is

less than the market value the difference may be re-

garded as profits made by their corporation. When
a special effort is made to sell securities to employees
or customers a part of the motive is usually to secure

their interest in the business.

The attempt to sell securities to the general public

directly does not necessarily imply that they are un-

sound, even from an investment, as distinguished from
a speculative point of view. This method is often

adopted by governments whose bonds are of the highest
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grade. It is occasionally adopted by corporations
that have good securities to offer. Neither can it be

assumed that only good securities are handled by mid-

dlemen. Some middlemen do not profess to perform

any advisory function, and not all of those that do

are either able or honest. Nevertheless it is true, as a

general proposition, that independent middlemen of the

better type, perform a function which the investor,

especially the small investor, cannot well do without.

They not only help to protect him from ignorantly

entering upon speculation which he would not be

qualified to enter even if he had his eyes open, but

often from what is little better than downright rob-

bery.

The services of the dealers in securities do not always
cease when the securities have been sold. Many mid-

dlemen recognize a moral responsibility for them,

though they generally avoid any legal obligation. In

order that they may meet this responsibility properly

they watch the business of the borrower with some

care. In many cases they demand and receive a place

on the board of directors. If the business is con-

ducted in such a way as to imperil the securities they
are in a position to give expert financial advice; and

sometimes if it is not heeded they can bring heavy

pressure to bear on those in control. In case of failure

they frequently take part in the reorganization that

follows. There has been some objection to the mem-

bership of bankers on many boards of directors; and

by the Clayton Law an attempt was made to restrict

it so far as competing corporations are concerned.

While such a restriction may be justified, there is little
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reason to doubt that the influence of financial middle-

men of this type tends, upon the whole, to prevent
losses of capital, and to make those that do occur

smaller than they would otherwise be.



CHAPTER XI

FINANCIAL MIDDLEMEN AND THE PROTECTION OF
INVESTORS

i. THE services of the financial middlemen are so

significant for industrial efficiency with regard to capi-

tal as to justify a brief consideration of some of the

classes into which such middlemen can be divided.

There are many of these classes. The services which

they perform range from those in which the middleman
assumes every burden of which it is possible for him
to relieve the owner of capital to those which consist of

little more than the following of the instructions given

by the owner. Corresponding to these services the re-

sponsibility of the different classes ranges from a prac-
tical guarantee of principal and income to substantially

nothing more than the honest execution of the orders

given. To consider all of the different classes here is

impracticable, but a few of the most important ones

may be selected as typical.

The savings bank is more than a middleman. In

some cases it is really an association of original lenders,

its affairs being managed on their account by trustees ;

and in practically all cases it retains title to the mort-

gages or other securities it buys. To an even greater
extent than is true of the small stockholder in a corp-
oration the depositor in a mutual savings bank is, in

233
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spirit, a lender and the savings bank is a bor-

rower from him. In the case of joint stock savings
banks the relation between the corporation and the de-

positor is clearly that of borrower and lender. Not-

withstanding the fact that all savings banks retain title

to the securities they are in an important sense financial

intermediaries. They collect savings that are too small

individually for the best investment, and they aggre-

gate them into larger units. They have a knowledge
of securities and the security markets that their deposi-

tors do not, save in exceptional cases, possess. Because

the amounts they handle are large they can minimize

the risk through the distribution of investments.

Appealing to a different class of owners of capital

are those organizations, which lend on mortgage or

other security to which they retain title, or which they

place in the hands of trustees, and themselves secure

funds by the sale of their own bonds. In this class

should be placed the Federal Farm Loan Banks, the

Federal Joint Stock Land Banks, some of the Edge
Law Banks, and a great variety of corporations char-

tered under state laws. The federal laws under which

banks of this sort were established were passed pri-

marily to make capital more readily available to certain

classes of borrowers, though great care was taken to

make the securities which they issue thoroughly sound

from the point of view of the buyers. Since one of

the chief motives underlying these laws was the en-

couragement of certain types of industry which were

thought to be of special national importance, and since

the method was chiefly the removing of obstacles to the

furnishing of capital to them, such laws may be re-
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garded as representing a more or less conscious attempt
to increase national efficiency with regard to capital.

Dealers in securities who buy and sell for profit are

commonly spoken of as bankers or banking houses.

From one point of view they may properly be regarded
as security merchants rather than as bankers. The

buying of mortgages, bonds, notes, and the like from

the issuer is, however, a form of lending, whether

or not the loan be subsequently transferred to someone

else. In a large number of cases the financial character

of the work overshadows the mercantile; and many
of the leading houses perform a number of financial

functions that are not directly connected with dealing
in securities. A few of the largest houses of this type
are among the recognized leaders of what is sometimes

spoken of as Wall Street. Upon the whole, the term

"investment banking" seems to be fairly descriptive.

In some jurisdictions, however, only those concerns

which are organized under a national or state banking
laws are permitted to apply the term "bank" or any
of its variations to themselves. So long as investment

banking is not subject to careful regulation this policy

is not without a considerable measure of justification.

Investment bankers, using the term broadly, are of

many different types. Some are wholesalers
;
some re-

tailers. Some devote themselves almost exclusively to

the purchase and sale of securities
; many have other in-

terests, usually of a financial nature. Some conduct

their business on a high ethical plane ; others on a low

one. The better houses will satisfy themselves as to

the soundness of an issue of securities before recom-

mending them to clients, though it is often only the one
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dealing directly with the corporation that makes the

investigation. This service is of very great importance
from the point of view of national efficiency; and if

the purchase of bonds by persons of moderate means
is to increase it is of growing importance.

Unfortunately it is often difficult, especially for the

inexperienced buyer, to distinguish between the better

and worse types of investment bankers, or even between

the investment bankers and certain dealers of a funda-

mentally different type. The latter are not merchants.

They deal on commission; but because of the way
in which they do business they must be distinguished
from the better type of brokers. They commonly
handle low grade bonds or, more often, stocks. In

most cases the securities they handle are highly specu-
lative

;
and sometimes they are fraudulent. This class

of dealers commonly appeal to the "investor," and the

attempt is made to convince him that the stocks or

bonds sold yield a high rate of return with safety.

Some of these dealers believe in the securities they

handle, but their judgment is far from conservative,

and is not, as a rule, based on a thorough investigation.

Some of them are swindlers. Even among those who
are honest the costs of selling are commonly high, and

the losses are considerable.

The broker buys and sells on commission. So far

as he confines his activities to the field which the name

implies, none of his own capital is invested in the se-

curities he sells. He simply executes the orders which

he receives from his principal. Ordinarily he makes

no thorough investigation of the securities though
he is usually in a better position than the small
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buyer to form a fairly good judgment of them.

Such recommendations as he may make are not

entitled to the same confidence that may properly
be given to those of the investment banker

;
and some

brokers are careful not to make any recommenda-

tions of the sort that would imply much responsibility

on their part. The legitimate broker usually appeals to

the speculator more than to the investor. The broker-

age business, properly conducted, is legitimate and eco-

nomically useful; but the capitalist who buys through
a broker should ordinarily be in a position to judge
for himself in regard to the securities bought. The
broker is a middleman; but he is not an independent
one.

It is, of course, the marketing of new issues that

is of primary importance in this connection. Clearly
after securities are once in the hands of capitalists their

subsequent purchase and sale is not a matter of invest-

ment from a national point of view. It is simply a

transfer from one person to another. For this reason

the speculative gain or loss resulting from the rise

or fall of market prices must not be confused with the

gain or loss of capital from a national point of view.

To be sure, it may register a gain or loss resulting from

the success or failure of the business of the issuer of

the securities; but this is an entirely different matter.

The maintenance of an active market for securities,

however, has some bearing on the efficiency of capital.

In the first place it tends to make the securities more

valuable, and thus helps to make saving more worth

while. In the second place it makes it practicable to

keep less capital in reserve against emergencies.
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2. It should never be forgotten that losses of capi-

tal are national as well as individual losses. All busi-

ness, of course, implies risk; and even a moderate de-

gree of industrial progress implies a great deal of it.

Some losses are therefore inevitable. Their extent,

however, is not a mere matter of chance or of the de-

gree of industrial progress, but depends in a very large

measure on the intelligence with which capital is in-

vested and the ability with which it is used. Within

broad limits the owner of wealth must be allowed to

decide for himself what shall be done with it; but this

does not mean that society can do nothing to enable

the investor to decide wisely. Education is, of course,

essential, but no education that is practicable is suffi-

cient. Much may be done, however, to prevent the

digging of pitfalls in the path of the investor and his

guidance into speculation into which he would not go
if he saw his way clearly. To do this will not only
tend to reduce losses, but will help to put capital into

the hands of those who can use it well.

In the absence of legislation specially suited for the

purpose it is difficult, if not impossible, to give the

buyers of securities the protection they should have.

As a rule little can be done unless the intent to defraud

is shown. Even where fraud exists proof of it is

often practically impossible. Dishonest dealers can

sometimes conduct their business in such a way as to

furnish little that would serve as legal evidence against
them. Their victims, moreover, are largely persons
who do not know their rights or how to enforce them.

There are, of course, many cases in which fraud is

detected; and the United States Post Office has been so
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successful in this matter as to make it unwise for such

dealers to send through the mails anything that might
be interpreted as showing intent to defraud. There

can be no doubt, however, that the volume of fraudu-

lent securities is large.

The evil, however, is not always perhaps not usu-

ally a matter of dishonesty. Promoters are almost

necessarily enthusiastic, and often have a grossly exag-

gerated idea of the merits of the securities they issue.

In some instances they offer them directly to the pub-

lic, or through brokers who are frankly not acting on

their own account. Even when this method is not

adopted there may be nothing that can fairly be called

misrepresentation. The securities may be speculative ;

but the sale of speculative securities is not, of itself,

illegitimate. The difficulty arises from the fact that

many persons ignorantly buy speculative securities who
are distinctly unqualified to judge of their value, and

have no intention to speculate. There may be some
honest differences of opinion as to how far the seller

is morally bound to go to protect the buyer from him-

self. Occasionally those offering speculative securities

frankly state that no one who can not afford to take a

chance should buy, and there are brokers who will,

on request, give an honest and conservative opinion as

to the speculative character of the securities they
handle. Nevertheless, the methods adopted in the sale

of speculative and fraudulent securities are so often

alike, and so often lead to the same results, that some

regulation is needed.

This regulation may be applied to the securities

themselves, to those who deal in them, or to both. It
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may be limited to a requirement of publicity, or it may
extend to the licensing of dealers and the passing upon

any issue by some governmental authority before it

may be offered for sale. In England reliance is placed

largely on the first of these methods, the law making
definite provisions as to the fullness and accuracy of

the information that must be made available. In

this country the problem has been left mainly to the

states; though the national government is able and

willing to act effectively when an attempt to use the

mails to defraud can be shown. Many of the states

have passed what are known as "blue sky laws/'
1
pro-

viding for rigid supervision and regulation. Others

have passed laws much less sweeping in character. A
few have no laws of special importance dealing par-

ticularly with the subject. Some of the blue sky laws

have apparently been so drastic as to interfere seriously

with legitimate business. For some years blue sky

legislation met with difficulties in the lower federal

courts, but the Supreme Court finally upheld the right

of the states to deal with the subject. The problem

involved, however, is very largely an interstate prob-

lem; and regulation of some sort should be undertaken

by the national government.

3. Supervision and regulation of the character of

securities sold to the public may be justified on much
the same grounds as supervision and regulation of the

quality of foods, drugs, and other physical commodi-

* While the term "blue sky law" is sometimes thought of as

applying to any law the special purpose of which is to protect the

buyer of securities, it may properly be limited to a law requiring
a permit for the sale of securities of particular issues or for the
business of dealing in securities.
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ties. Many purchasers at the time they buy are unable

to form a reasonably good judgment of what they are

getting; and the consequences of mistakes are often

serious. In both cases the strength and well-being of

the nation, as well as the happiness of individuals, are

involved. It is a matter of national importance that

the number of savers be increased and that it include

many to whom the application of the doctrine of caveat

emptor would be disastrous. It is, of course, true that

standards of quality in the case of securities and in that

of physical commodities must differ in some important

respects. There is, for example, an element of risk

in all securities, and it is often difficult to say how

great this risk is. The quality of securities, moreover,

depends not only on conditions at the time of their

sale, but on the subsequent history of the business

of the issuer. Difficulties of this sort must be

taken into account in framing a law on the subject,

but they do not preclude regulation of a desirable

sort.

Such regulation should not be limited to the making
of a distinction between securities which may and those

which may not be offered to the public. In the latter

class can properly be placed only those that are fraudu-

lent or have no reasonable chance of success. What
is needed is not only to protect the buyer from securi-

ties that are clearly bad, but to enable him to distin-

guish between those in which the risks are large and

those in which they are small. Regulation which did

no more than make the distinction between good and

bad would not, indeed, be without value. The sales

of illegitimate securities are so great as to strongly
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suggest that their issue is at least believed to be highly

profitable. Fraud is difficult to prove and incom-

petency in business is not a legal offense. Under such

circumstances a law which is designed to prohibit the

issue of illegitimate securities is likely to be more effec-

tive than one which attempts to punish after the harm
has been done. No law, of course, can be completely

effective; and the government cannot reasonably be

expected to guarantee all the securities it permits to be

sold. While, however, the good that can be accom-

plished is limited it is very great.

A distinction between different kinds of securities on

fairly definite lines is by no means impracticable. In

some of the states having blue sky laws securities that

are not clearly of an illegitimate sort are divided into

a number of classes and different sets of regulations

are applied to each. Securities issued by governmental

bodies, especially the National Government and the

states, may properly be exempted from all regulation.

Others are already subject to regulation for a some-

what different purpose, such as the prevention of over-

capitalization in the case of public service corporations;
and here no further regulation is needed. Others are

issued by established companies with good financial

records and under conditions which conform to the

recognized principles of sound investment finance.

Here some supervision is needed, chiefly for the pur-

pose of making sure that a particular issue of securi-

ties falls within this class. Still others are issued by
new corporations which have no financial records or

by old corporations whose records are not satisfactory
from an investment point of view. These are specu-
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lative in character and should be sold only under con-

ditions which make that fact clear. Besides this it is

often difficult to distinguish between securities that

are merely speculative and those that are dishonest or

though not dishonest have no reasonable chance for

success; and for this reason special attention should

be given by the regulating authorities to the speculative

class.

Laws of this type necessarily place upon the issuers

of legitimate securities some burdens which must be

regarded, even from a national point of view, as costs.

Where the laws are reasonable in character, however,
these burdens are not necessarily very heavy, save per-

haps in exceptional instances, and they are not without

some compensations. The facts that should be filed with

the government are, in the main, those which the is-

suers, and the dealers acting in their behalf, should in

any event have in their possession. In some instances

an independent governmental investigation may be

necessary, but cases of this sort will probably be found

to be exceptional, especially after the working of the

laws has become well established. Some trouble and

expense is, of course, necessary to put the information

in the form required, and where the same information

must be furnished in different forms to different juris-

dictions the burden may be serious. This is one of

the reasons why national rather than state laws, are

desirable. Theoretically the difficulty might be avoided

by uniform state regulation or by sound regulation in

all the states with some understanding as to which

should act in a particular case, and with full recogni-
tion by each of the actions of the others. It is to be
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feared, however, that the practical difficulties in the

way of such a solution are insurmountable.

Compensation for the burdens imposed is to be found

in the elimination of undesirable competition for the

use of capital. This consists not only of the competi-
tion of securities sales of which should be prevented,
but in the competition of speculative securities for the

supply of capital seeking safe investment. It is prob-

ably true that this will in some cases make more diffi-

cult the sale of legitimate but speculative securities;

but to argue that this will mean a check on economic

progress is to argue that legitimate speculation needs

the wealth of those who must act blindly and that it is

better that those who cannot act intelligently should

take a chance rather than lend their money where it

is really needed and is safe.

Unnecessary losses of capital take place not only in

connection with the issue of securities, but also in con-

nection with the way in which the business of the

issuers is conducted. Some kinds of business are sub-

ject to a considerable measure of regulation in prac-

tically all parts of the country. This is conspicuously
true of banks and of public service corporations. In

such cases the financial aspects of the business are

commonly regulated as an incident to the regulation

of service. Close financial supervision of all business

organizations that offer securities to the public is prob-

ably impracticable at least under present conditions;

and it is by no means certain that it is desirable. Much
would be gained, however, by the filing of reasonably
full certified financial reports and the making of these

available to all who are interested. In comparatively
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few cases is anything of this sort required. In addi-

tion to this the proper governmental agency might
be authorized to take action, either on its own initia-

tive or where reasonable grounds are furnished for

the belief that those in charge are guilty of fraudulent

or otherwise improper action. This is especially de-

sirable when the number of security holders is large

and they are widely distributed.

As in the case of the data required at the time securi-

ties are issued, the difficulties connected with the filing

of reports can easily be exaggerated. The information

needed is practically all of the sort that should, in any

event, be prepared for the use of those in charge of

the business. It is, generally speaking, only when dif-

ferent authorities make different regulations that the

trouble and expense involved need be serious. Here,
as in connection with the original issue of securities, it

would seem that national, rather than state, regula-
tion is desirable.

Some corporations even now publish fairly full re-

ports, but cases of this sort are not nearly as numerous
as they should be. Doubtless there are times when

secrecy in regard to its financial condition is of advan-

tage to a business, but it does not follow that it is

equally advantageous to the public. Generally speak-

ing, competition is fairer when all the material facts are

known to those with whom business is done. So far

as can be determined no serious public evil has resulted

from the requirements in regard to financial publicity

imposed on banks and certain other financial institu-

tions; and in this respect there is no reason for sup-

posing that the situation would be different in the case
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of business concerns of a more private character. It

must, of course, be admitted that the filing of informa-

tion has not been sufficient to prevent serious losses in

the case of financial institutions, but there is no reason

to doubt that they have been much less than they would

otherwise have been.

4. Besides the regulation of the securities that

may be offered for sale some regulation of the business

of selling them is necessary if buyers are to receive the

protection that may reasonably be given them. Without

this it is difficult, and in some cases impossible, to pre-

vent the sale of illegitimate securities, especially where

the issuers are in a different jurisdiction from that in

which the market is located. Besides this, only mini-

mum standards can be applied by a governmental

agency. Much must be left to the discretion of the

buyer ; but he should have some assurance of the hon-

esty and ability of those with whom he does business.

While the number of states in which a permit is re-

quired for the business of dealing in securities has in-

creased rapidly in recent years there are still a number,

including a few important ones, in which there is no

such regulation. In such cases the business differs

from most others that are primarily financial. Com-
mercial banks, savings banks, trust companies, and

insurance companies, for example, are generally subject

to public supervision and regulation. It differs also

from certain professions and other occupations in

which the need for protection to the public is generally

recognized. Lawyers and physicians, in particular,

are required to show that they have certain qualifica-

tions before they are admitted to practice; and the



FINANCIAL MIDDLEMEN 247

accountant who cannot put the initials C. P. A. after

his name is commonly at a disadvantage. In some

states the list of occupations which no one is allowed

to enter without public approval is a long one, and

includes not only the recognized professions, but such

lines of activity as barbers and undertakers. Most
of these occupations are concerned primarily with the

rendering of personal service, but some, such as phar-

macists, also sell physical commodities.

There is no good reason why the business of dealing
in securities should not be included among such occupa-
tions. As it is actually conducted personal service is

usually an important element. Most buyers are largely

dependent on the honesty and competency of those

with whom they do business
;
and the losses represent

inefficiency in the use of capital. Indirectly they keep
down national efficiency in another way, for they make
it unsafe for many to have that interest in industry
as capitalists which would make them more efficient

as laborers. Where the laws are reasonable the hard-

ship imposed on those who are honest and competent is

not serious ; and it is probable that the gain that results

from the elimination of an undesirable form of com-

petition is far greater than the hardship.
While little attention can here be given to the details

which laws in regard to dealers in securities should

contain, a few general points should be noticed. The

purpose is to secure honesty and competency in the

conduct of a certain kind of business. Obviously
care should be taken not to hamper the bona fide in-

vestor or speculator in disposing of his securities,

not as a business, but as an incident to investment or
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speculation. In existing laws such persons are not

classed as dealers. Generally speaking, no permit should

be required to sell to or through those who are legally

recognized as engaged in the business. The law, how-

ever, .should apply to all dealers, whether they seek

a profit or a commission. It should apply also to

promoters and to corporations that sell directly to the

public as distinguished from those who are already
connected with the enterprise. Security salesmen and

others who are merely employees may properly be

required to secure a permit, though their qualification

would naturally be more moderate than those of their

employers.

It is, of course, impossible to keep out of any occupa-
tion all who are not properly qualified for it. Even
in connection with the relatively old and well estab-

lished professions of law and medicine there are shy-

sters and quacks. In both there are men who have

been regularly admitted to practice who are incom-

petent or dishonest. It must be so in finance. Some
will violate the laws and escape detection. Others will

find some loophole through which they can crawl.

Nevertheless, the evil can be very greatly reduced.

The danger of overregulation, however, must be recog-
nized. Laws which have this defect not only impose

hardships on legitimate dealers, but reduce their power
to serve. Besides this, they strengthen opposition
where cooperation would be especially helpful. There

is little reason to doubt that under certain conditions

valuable assistance in the enforcement of the law may
be secured from business or professional associations

of the dealers themselves.



CHAPTER XII

ENTERPRISE AND THE FORMS OF INDUSTRIAL
ORGANIZATION

i. IT is upon enterprise, more largely than upon

any of the other factors of production, that the effi-

ciency of a business organization ultimately depends.
1

In substantially all cases the responsibility rests chiefly

on the owners for it is they who have the power to

determine what policies shall be adopted and who shall

be the executives. The immediate control may, of

course, be entrusted to directors, who are represent-

atives of the owners, or to officers or other employees,
but save so far as these are also owners the power
which they exercise is a delegated one. The business

organization, moreover, whether incorporated or not,

must be considered as a unit; and for most practical

purposes it is. The forms of business organization
and the way in which power and responsibility are di-

vided among the members are, of course, of great im-

1 In a recent admirable series of studies on "Waste in Industry,"
made for the Federated American Engineering Societies, an
attempt is made to express in percentages the proportion of
waste attributable to management, to labor, and the general con-
ditions (pp. 8-9). By far the largest share is laid at the door
of management. "Management," as the term is there used is

not precisely the same as enterprise, but for the reasons given in

the text the difference between them is not of great practical

importance.

249
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portance in connection with the efficiency of enterprise,

but they are subordinate parts of a larger problem. So

too, are the general conditions under which business

is done, including under this head the restrictions im-

posed on industry and the aid given to it.

It is the determination of the way in which the in-

dustrial resources of the community shall be utilized

that constitutes the great function of enterprise. A
very important step is taken at the time the business is

launched; and even the man who subscribes to but a

share or two of stock in a large corporation is, by that

act, determining what use shall be made of at least

a small part of the available resources. This, however,
is only the first step. What shall be produced, in what

quantities, at what times, in what places, and by what
methods are all problems that must be dealt with in

the continued operation of the business. To solve such

problems requires good judgment, knowledge of condi-

tions and of men, and the control of a certain amount of

wealth. Upon success in their solution the prosperity
of the business is chiefly dependent, for whatever faults

the other factors of production may possess, it is one

of the functions of the enterpriser to select those that

are best for his purpose and to make a better use of

them than his competitors can. From a national point

of view this may not result in maximum efficiency;

and when it does not one of the most important reme-

dies is so to modify the conditions under which busi-

ness is done that private success will be dependent
on the securing of national efficiency. This alone, of

course, is not enough. It would, at best, merely select

those concerns which were relatively efficient from a
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national standpoint. The absolute efficiency of the

most successful might still be low. If it is to be in-

creased to the fullest possible extent it is essential that

the best enterprising ability of the nation be brought
into activity and that the costs which the enterpriser

must encounter be reduced to the lowest possible point.

Much of the inefficiency that appears in connection

with the other factors of production is really ineffi-

ciency of enterprise. Excessive inventories, for ex-

ample, obviously imply a waste of capital ;
but the re-

sponsibility must rest, not upon the capitalists as such,

but upon the men in control of the operation of the

business concerned. The same thing is true of im-

properly equipped or badly located plants, and of most

of the losses that occur in the use, as distinguished
from the provision, of capital. The principle applies
with perhaps even greater force to natural resources,

for their exploitation is quite as largely a matter of

enterprise as is the use of capital, and their production
is something over which man has no control. In like

manner enterprise is primarily responsible for many
of the losses that appear in connection with labor. A
form of waste, the importance of which was well

brought out in the studies made for the Federated

American Engineering Societies, is the idleness result-

ing from the failure of the "management" to provide
the workmen with proper materials at the right time.

The serious condition in the coal mining industry,

with its irregular production and the small number
of days worked each year, is to be attributed, in a large

measure, to the failure of those in charge of the

industry to solve certain difficult problems of efficiency.
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Here, it should be noticed, there is a large degree of

waste in all of the factors of production.

It must not be inferred from the emphasis laid on

the responsibility of the owners of a business organiza-
tion for the efficiency with which it is conducted that

they alone represent enterprise or that efficiency in

enterprise is the only determinant of efficiency in in-

dustry. Enough has been said in previous chapters
to show that with few, if any, exceptions some enter-

prise is necessary on the part of those who are pri-

marily concerned with one or more of the other factors

of production. They must at least see to it that the

resources or labor that they control are placed at the

disposal of those who can make effective use of them.

To do this is in some measure to determine how the

economic resources of the community shall be used.

The laborer takes a personal part in industry; and in

the course of his daily work problems sometimes arise

which call for the exercise of judgment on his part.

In the case of the higher employees much discretion

may be allowed, and the services that they perform
include much that is properly called enterprise. In

business practice it is chiefly on the basis of the author-

ity exercised that a distinction is made between "offi-

cers" and "employees" ; though even the former are

primarily concerned with the carrying out of policies

for the adoption of which the owners have final au-

thority. The distinction is a practical recognition of

the close relation of labor to enterprise, though it is

not an accurate one, for most of the "employees" con-

tribute in some degree to enterprise.

That there are some aspects of efficiency in con-
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nection with capital and labor, if not also in connection

with natural resources, that are not mere aspects of

the efficiency of enterprise would by this time be too

clear to need further demonstration. Those who rep-
resent any one of the factors, however, have a strong
interest in efficiency as applied to each of the others,

because such efficiency ordinarily increases the demand
for their own factor, and consequently its value. En-

terprise, because it is the organizing and guiding factor,

holds a key position. The spirit of thrift, for example,
is an important element in the efficiency with which

capital is accumulated; and the demands of enterprise

for capital and the safety with which funds can be

invested contribute greatly to the growth of this spirit.

Skill is an important element in the efficiency of labor,

and the development of skill is largely dependent on the

way in which industry is conducted. The increase of

efficiency as regards the other factors of production
is therefore one of the important functions of enter-

prise ; and by the way in which it helps to bring about

such an increase its own efficiency is, in part, to be

judged.
2. In any attempt to analyze enterprise a distinc-

tion must be made between the business unit and the

individuals in whose hands the control of industry lies.

It is true that in the single proprietorship the business

unit and the owner are, for many purposes, identical ;

but even here the merits of the one man concern and

the merits of its owner are, in the main, distinct.

In many lines of industry the ablest business man could

achieve but a moderate degree of success, either from
his own point of view or from that of the nation,
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if he attempted to establish a business of his own.

On the other hand, even when the distinction between

the business unit and the men who compose it is

clearest there is a close relation between the two. A
corporation with many active stockholders, for ex-

ample, notwithstanding its legal personality, is at bot-

tom an association of individuals; and the character

of the association must depend very largely on the

character of its members. It may be better, from

an industrial point of view, than are any of them,

though this is not necessarily the case ; but a corpora-
tion in the hands of able men who work in harmony
with each other will, other things being equal, be more
effective from a business point of view than one that

is in the hands of inferior men.

The problem of efficiency of enterprise may there-

fore be divided into two subordinate problems which,

though in the main distinct, are in some respects

closely related to each other. One of these has to do

with the business unit as a whole and the other with

the individuals of whom the various business units

are composed. The maximum degree of efficiency of

enterprise as a whole implies both the most efficient

forms of organization and the most efficient individuals

to work through them. Clearly the needs of different

industries, and even of the same industry at different

stages of its development, differ greatly, both as re-

gards men and as regards organizations. There are,

however, certain general principles which are well

worthy of consideration.

A serious complication results from the fact that

the business unit and the character of the individuals
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composing it have important effects on each other. The

large and complicated organization, for example, calls

for a different sort of ability on the part of the men
who direct its operations than does the small one man
concern. Team work, which implies both the ability

to work in harmony with others for a common end

and a sort of pride in the organization as a whole, are

essential. It is true that large corporations are com-

monly under the control of a small group, or even of

one man. This, however, is in the vast majority of

cases a matter of leadership; and leadership implies a

following. It calls for a type of ability on the part

of those who are in active control that not all men who
are in some respects well fitted to direct industry

possess. Where the spirit of industrial individualism

is strong and the conditions are not too unfavorable to

individual enterprise the large complicated organiza-
tion will be at a disadvantage. Those who are most

competent to direct it, whether as sharing the supreme

power with others or as lieutenants of those who are

really dominant will tend to break away in order to

direct establishments that are more distinctly their own.

Under such conditions industry will tend to be in the

hands of a relatively large number of relatively small

concerns, even though the conditions are such that a

large organization would be somewhat more efficient

if it could attract and hold equally able men. On the

other hand, the conditions may be such that relatively

small concerns would be really more efficient if men
of the highest grade of ability were willing to operate
them. Where, however, an important position in a

large and powerful organization appeals strongly to
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men of this type, where they have the capacity to work
with each other, and where the advantages of small con-

cerns resulting from other considerations are not too

great, the large concerns are likely to be established

and to achieve a considerable degree of success.

It need not be inferred that the different types of

ability called for by the different sorts of business units

are so far innate that there will be serious loss to the

nation if conditions are such as to give a decided ad-

vantage to any particular kind of organization. To
what extent it is so is a question that could be an-

swered only after careful research. It is clear, how-

ever, that many of the men who have come to hold

important positions in great combinations have done

so only after they have achieved conspicuous success

in relatively small independent businesses of their own ;

and there is no reason to doubt that they would have

continued to be successful had they remained in-

dependent. On the other hand, love of independence
has undoubtedly in some cases presented an obstacle

to combination, whether of large corporations or of

single proprietorships. Innate ability is necessary in

any case; but it seems highly probable that the form

it will take depends largely on external conditions.

3. An accurate classification of the types of busi-

ness organization is difficult if not impossible. These

types are many; and they shade by imperceptible de-

grees from the small one man concern in a competitive

industry, in which the proprietor represents enterprise,

labor, capital, and natural resources, to the great

monopolistic trust, with its subsidiary corporations,
with its great variety of products and with its stock-
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holders, its bondholders, and its great body of highly

organized employees. The chief types of business or-

ganization may, indeed, be grouped under a few general

heads, of which the single proprietorship, the partner-

ship, the ordinary corporation, the association, and the

trust are the most important. While such a classifica-

tion is valuable for some purposes it fits that in hand

only in a general way. Since, however, there are no

generally understood terms by which organizations dif-

fering in size and complexity can be accurately desig-
nated it will be best to make use of this classification. It

must be remembered, however, that for the purpose in

hand the classification is a rough one. Where the single

proprietorship or the partnership are spoken of, unless

otherwise indicated by the context, the exceptional
cases in which such forms are large and complex will

be ignored. In the same way, the term corporation,
where it is used without qualification, should be under-

stood as referring neither to the small close corpora-
tion nor to the association or the trust. The associa-

tion should be understood as an organization of other

business units which exercises some control over its

members but leaves them free as far as their internal

organization is concerned. The trust may well be

thought of as a large complex organization which

possesses a substantial degree of monopoly power
over at least one branch of the industry in which it

operates. It need not, however, be thought of as neces-

sarily a result of combination. Theoretically at least

an organization of substantially the same sort may be

a result of growth.

Among the chief criteria by which any form of
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organization should be judged are its effects on the

selection and on the development of enterprising ability

in individuals. These are, of course, only two criteria.

As has already been suggested a given form of organ-
ization may hold an important place in an in-

dustry, even though its effects in these respects are

not the best. This may be the result of superior

efficiency in some other department of the business

or something that cannot properly be regarded as

efficiency of any kind from a national point of view.

The advantages of large scale production or of mo-

nopoly, where they exist, may outweigh consider-

able advantages in selection and development. The

ability to make use of certain forms of unfair com-

petition may be a cause of success for the less efficient

man. So may certain kinds of discrimination in the

legal regulations to which an industry is subject.

Moreover, in judging the effect of a given form of

organization on individual enterprise, attention must

be given to potentialities as well as to actualities. The

problem is the securing of the highest possible degree
of efficiency, and in the solution of this problem it is

necessary to take into account not only what are the

effects of a given form of organization under existing

conditions, but what can be accomplished by means
of each form.

4. So far as the selection of individuals of great

enterprising ability is concerned a system in which

there are many small units appears, at first glance, to

be superior to any other. It is relatively easy for one

who believes that he has the necessary ability to enter

business for himself, either alone or with a few asso-
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dates ; and it would seem that the impersonal working
of competition should select men for success in propor-
tion to the ability that they display. It may, of course,

be admitted that efficiency without hard work will have

little chance for success; but among those who work
hard the able ones should be selected. Even when
allowance is made for this it should be remembered

that crippling accidents to individuals, as well as to

business units, are possible, and the more nearly the

business unit is identified with the individual the

greater is the danger from this source. Besides this,

enterprising ability of more than one sort is needed

in many, if not most, lines of business. Marketing
ability, for example, as well as ability in the earlier

stages of production is ordinarily of great impor-
tance, and however great a man's ability in one line

he will be severely handicapped if he is weak in

another.

In some cases the difficulty can be met, at least in

great part, by the partnership or the close corporation,
either of which leaves the industry in the hands of

small business units. In other cases it may be met

when a part of the work is done by larger organiza-
tions. Cooperative agricultural and horticultural asso-

ciations, for example, do most of the work of market-

ing, including grading and packing, for their members

and aid them in other ways. This is partly a matter

of large scale production, but the important point to

be noticed in this connection is that it permits special-

ization in the work of growing, and the selective

force of competition applies chiefly to this specialized

ability.
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Even when competition is effective in the selection

of enterprising ability in an industry in which the units

are small it is likely to be very costly. The fact that

the business is easy to enter results in the entrance

of many who are incompetent. The national cost of

elimination may be small in individual cases, but the

number of such cases is large. After all, the selection

that takes place is largely natural selection as opposed
to that which is consciously directed towards a given
end.

The simple forms of organization that generally

prevail in an industry suited to very small scale pro-
duction have certain unquestionable advantages as far

as the development of ability is concerned. The asso-

ciation between employer and employee is normally

fairly close, and the latter commonly has the oppor-

tunity to learn at first hand what many of the chief

problems of the business are and what steps are taken

for their solution. Because the business is small he can

view it as a whole and know something about all parts

of it. The position of the employee in such a business

has much in common with apprenticeship, though the

form of apprenticeship may not be recognized, and the

employer may make no effort to give his employees

any training in the industry except so far as it will

make them more useful from his point of view. The
fact that a very large number of men acquire busi-

nesses of their own tends to keep alive the spirit of

enterprise among those who are employees and to give

them a strong motive for the development of their

own powers. On the other hand the training that the

employees receive does not go very far. Ordinarily it
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need not, because the particular problems with which

they must deal are relatively simple.
After a man has established a business of his own

any further training that he receives is largely a matter

of personal experience. This may be of great impor-

tance, but the range of experience is likely to be narrow.

He cannot ordinarily get the broad view of the industry
as a whole that those at the head of a very large con-

cern can, nor can he ordinarily know the details of the

experience of others. Competition may be very effec-

tive in rewarding success and in punishing failure, but

of itself it does little to show how the one may be

attained or the other avoided. The wide awake man

may learn something from his acquaintances, from
trade journals and other publications, and from asso-

ciations of which he, or his business, is a mem-
ber. Where an industry is chiefly in the hands of

individuals, partnerships, and close corporations, how-

ever, business is likely to be regarded as a private
matter and information is kept secret by those who

possess it. The association, moreover, is itself a form
of organization and the existence of a really effective

one somewhat modifies the character of the industry.

In every important industry there are, of course, some
men who succeed in developing their powers to a high

degree ; but in an industry in which small units prevail

they may be regarded as doing so in spite of obstacles.

5. The situation is somewhat different when the

conditions are such as to give a substantial advantage
to large scale production. Here the greater part of

the business is in the hands of corporations ;
and while

a fairly large corporation may be, to all intents and
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purposes, a one man concern there are usually a num-
ber of persons who are interested as owners in each.

Competition acts upon business units in much the same

way as it does in the case of smaller concerns; and

there is no reason to doubt that it does so as effectively.

The question is whether it has as good a field from

which to select. How this question should be answered

must depend on the internal character of the corpora-
tion. Here two phases of the problem present them-

selves : the significance of the corporate form and the

significance of the scale of production for which that

form is ordinarily necessary. It is important also to

bear in mind the distinction between what the corpora-
tion is and what, under proper conditions, it may be

made to be.

The owners of a corporation are the stockholders,

and any one can become a stockholder who can pur-
chase a single share. The chief function of the stock-

holders, under ordinary conditions, is merely to elect

the board of directors. Power to do this, however,
is usually in the hands of those who hold a majority
of the stock, and even if the stock be not closely held,

the small stockholder will commonly not take the

trouble to vote, and in many cases if the existing board

of directors is reasonably satisfactory will give his

proxy to a person named by them. A harmonious

board of directors is usually very difficult to oust.

Nevertheless, the leading stockholders are commonly
men with a fairly broad outlook on business who have

themselves achieved a considerable measure of suc-

cess. Each of them wishes the corporation to be

profitable and will ordinarily be guided primarily by
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this fact in choosing directors. Generally speaking,

to secure control of a corporation whose stock is of

any value a man must have more wealth than would

be necessary to establish a business of his own or

must be able to convince the leading stockholders that

he can and will make good use of such control. Upon
the whole, the conditions would seem to be favorable

to the selection of men of real ability, at least in an

industry which is sufficiently well established to per-

mit its methods and needs to be generally understood.

It is true cases will arise in which a man of ability has

neither wealth nor the power to convince others of

his capacity. Against this must be set the losses that

are inevitable when any man who thinks he has ability

needs comparatively little capital to enable him to put
it to the test.

It must be recognized, however, that under existing
conditions there are a considerable number of corpora-
tions in the hands of those who are dishonest or in-

competent or both. Generally speaking these are

among the unfit, but their elimination is often slow

and costly. Among the chief circumstances which

make the existence of such corporations possible is the

ease with which worthless or highly speculative stock

can be sold. One of the things most needed is the

education of "investors'
'

as to the selection of securi-

ties. In particular, they should be made to understand

that the ownership of stock properly carries with it

responsibilities and nearly always involves risks; that

no one should become a stockholder without some

knowledge of the business and of the men in charge
of it; and that the ignorant purchase of stock is
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gambling, with heavy chances of loss. This would not,

of course, prevent stock gambling, on the part of those

who wished to indulge in it, but these include only a

part, and perhaps a small part, of the persons to whom
highly speculative and fraudulent stock is sold in the

first instance. The elimination from this market of

those who wish to be investors would make it neces-

sary for promoters to appeal more largely to those who
were qualified to bear the responsibilities of stock-

holders. A little might be accomplished by blue sky
laws of the right sort, but, it is to be feared, only a

little, for stock is not necessarily illegitimate because

it is highly speculative. What would probably be of

more significance would be the enforcement, subject
to clearly defined exceptions, of the rule against the

issue of stock except in exchange for full value. Stock

that is of little value appeals too largely to men whose

interest is in the stock market rather than in the in-

dustry with which the corporation is concerned. Such

men are less likely to exercise well the duties of

stockholders.

The problem has to do not only with stockholders

and directors, but with the officers to whom a large

part of the work of enterprise is ordinarily delegated
and to all others who are entrusted with the direction

of any part of the business. Potentially at least the

large corporation has some decided advantages in the

selection of men for positions of responsibility. It

has many employees engaged in many different kinds

of work. It is in a position to judge what part of the

work of enterprise a given man can do best and to

give him that part to do. It may be thought that the
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natural selection which takes place under conditions of

small private industry would be more effective, but it

must be remembered that the losses are very great, and

it is highly probable that much ability is never brought
out where the conditions are not favorable to it. More-

over the corporation can use specialized ability whereas

in the small private business specialization, no matter

how high its quality, may not result in success. It

must be recognized, however, that all too often the

ability of the corporation in this respect is only po-
tential. One of the great problems of the present time

is to make it actual.

Turning from the selection to the development of

ability, it should be noticed that as the business grows
in size and complexity there is at least a danger that

the position of the great majority of employees will

become less favorable to the development of such

enterprising ability as they possess. In the ordinary

corporation the line between the employer and employee
is fairly sharp and impersonal. The work of the

corporation is usually departmentalized and the typical

employee may have little opportunity to learn about

any part of the business save that with which he is

specially connected. At the same time if production
on a rather large scale is necessary it is difficult for

a man to organize a business in the control of which

he will play an important part unless he has both ex-

perience and an appreciable amount of capital. It is

true that in the large corporation directors and officers

are needed, but these can be, and sometimes are, drawn
from the outside rather than secured through the pro-
motion of employees. Under such conditions the spirit
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of enterprise which would lead the individual to seek

opportunities is likely to be somewhat weakened. Good
men for the exercise of control are likely to be scarce

and industry as a whole will be weaker on that account.

Here, as elsewhere, many exceptional men will succeed

in securing a considerable degree of personal develop-

ment; but much of the potential ability on the part

of others will be lost. At their worst, corporations,

and large scale businesses of all sorts, are unfavor-

able to the development of enterprising ability among
the people at large and this may go far towards off-

setting any contributions they may make to national

efficiency in other directions.

At their best, however, large corporations have sub-

stantial advantages over small concerns in the develop-
ment of the capacities of individuals. There are some

corporations in which the line of promotion is kept

open from the lowest to the highest positions and the

directors are so chosen as to include the most important
officers. It is a matter of policy not to draw a man
from the outside to fill an important position, and in

some cases a relatively unimportant one, if a man who
is reasonably well qualified can be found within the

organization. Under such circumstances a strong
effort is likely to be made to develop the human material

that the corporation has, and this, together with the

fact that promotions are actually made, helps to develop
the spirit of enterprise on the part of the employees.
Under such circumstances the fact that the work of

nearly all the employees is more or less specialized is

not necessarily a serious objection. The training that

each receives is at least thorough along some particular



INDUSTRIAL ORGANIZATION 267

line, and as he advances it tends to become broader.

The wide variety of experience which the corporation
itself has enables it to guide those who are in training
much more wisely than would otherwise be possible.

A rigid policy under which the entrance to a given

organization is at, or near, the bottom has, of course,

some disadvantages. In particular it makes it difficult

for a man to move from one corporation to another

when such movement is desirable. Probably there is

no policy that can be adopted that is entirely satisfac-

tory, and in this respect the corporate form of organiza-
tion is at a disadvantage.
As regards its owners, and especially its directors,

the educational potentialities of the large corporation
are great. Generally speaking the typical corporation
has a broader outlook on industry than is possible for

the typical partnership or single proprietorship. In-

formation as to market conditions, financial conditions,

and the best methods of production can be more readily

collected and brought to the attention of the directors.

The corporation has, moreover, a wider range of ex-

perience within its own organization. It is easier

to make experiments which, if unsuccessful, will not

have a crippling effect. The specialization of the train-

ing of those directly in charge is not without advantage,
for the number of such persons in a given corporation

is fairly large and any proposed policy can be examined

from a number of different points of view. The fact

that one man may be a director in a number of corpora-
tions is, in part at least, a phase of specialization. It

may be carried so far as to be a disadvantage, but

within reasonable limits it means a wider variety of
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experience and a larger field of observation for each.

The general prevalence of corporations undoubtedly
means that many persons who would otherwise have

businesses of their own cannot do so, and the mere

holding of stock in a large corporation has not as great
an educational value. This must be set down as a

disadvantage. On the other hand the fact that stock

may be widely distributed in small lots means that

many persons may be given an interest in the success

of an enterprise which, unless the conditions favored

very small scale production they could not have.

6. The association, though primarily an organ-
ization of business units, is not without an im-

portant effect on the selection of enterprising ability.

As was pointed out in considering the small private
concern the cooperative agricultural and horticultural

associations, by themselves taking over the work of

marketing, materially affect the way in which natural

selection acts upon their members. In particular such

associations make it possible for members to devote

themselves largely to the raising of the crop and re-

move some of the disadvantages to which one who has

little marketing ability would otherwise be subject.

The same principle applies to trade associations gen-

erally, though they differ greatly among themselves

in character and functions and consequently in the

nature and importance of their influence on selection.

Where, however, the association does any important

part of the work of production it makes some change
in the qualities that are necessary for the success of

the individual members.

The effect may be either good or bad. In some
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cases the association may strengthen the monopolistic
influences that are at work in the industry and may help

to keep in business those who can produce only at a high
cost. Agreements for common action, even in con-

nection with the market, do not necessarily have this

effect. An agreement in regard to standardization and

grading, for example, may give the advantage to those

who can produce at a low cost. A professed purpose
of many associations is to eliminate unfair methods

of competition. Doubtless their idea of what sort

of methods are unfair is sometimes open to serious

question from a national point of view. In many
cases, for example, associations of jobbers or retailers

regard the competition of cooperative associations, mail

order houses, and others who are outside of the "regu-
lar line" as essentially unfair. On the ether hand,

some of the methods to which they object are no less

objectionable from a national than from a private point
of view. Generally speaking, the association wishes

to include as many as possible of those in its trade,

at least so far as the "regular line" is concerned; and

the majority of members are not likely to be favorable

to any methods which would enable a few to mo-

nopolize it. There are, of course, cases in which

some measure of monopoly is desirable. Here the

association may be expected to exercise some monopo-
listic influence, but this is likely to be less far reaching
than that exercised by one of the higher forms of

combination.

It is not only by the way in which it modifies the

conditions under which its members do business that

the association exercises an influence on selection. It
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is itself a business organization, and how well it per-

forms its functions must depend very largely on the

men who formulate and execute its policies. Whether

It be incorporated or not it resembles in some important

respects the ordinary corporation, though there are

also some differences. The position of members is not

quite the same as that usually occupied by stockholders.

In substantially all cases each is directly interested in

the trade and knows a good deal about it. Generally

speaking, each has one vote, and if voting power is

differently distributed it is usually made to depend

directly on the amount of business done. The men who
are most active and influential, especially if the associa-

tion exercises important functions, are likely to be

those who have been successful in -the business. This

is not to say that they are simply representatives of

the largest and most successful concerns. Where the

latter are under suspicion of being in violation of the

antitrust laws they may carefully refrain from any

special activity in the association. Moreover not all

members are equally interested in work of this kind.

Generally speaking, the leaders are likely to be in a

position analogous to that of corporation directors.

Where the association is small and its work simple the

only active officer may be the secretary, and the staff of

employees may be very small. Where the association

does a large part of the work of the business its effect

on the officers and employees is much the same as

that of the ordinary corporation.

The educational value of the business association

may be very great in any industry in which production
is largely in the hands of small independent units.
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It is largely through the association that representa-

tives of the different concerns come into contact with

each other for the consideration of problems in which

they are all interested. The chief function of some
associations is the collection of information and its

dissemination among their members. This may have

to do with such matters as marketing, credits, or even

the best methods of conducting the individual business

units. The Federal Trade Commission and its pre-

decessor, the Bureau of Corporations, have in some
cases regarded their activities as unlawful attempts
to control prices.

2 In some instances they may really

be of this nature, for the association unquestionably

presents possibilities of monopolistic control. Never-

theless the association, at its best, gives its members

many of the advantages for the development of ability

that are given by the large corporations.

So far as its officers and employees are concerned

it differs from its members chiefly in the sort of service

for which it trains men. When the association itself

is of importance it tends to develop men who can take

a broad view of the industry and its needs. In other

respects it is much like the ordinary corporation.

7. The trust has, in some respects, greater possi-

bilities than the ordinary corporation. Those who are

most familiar with the industry are likely to be al-

ready in its service, and in so far as the directors are

commonly chosen from among those who demonstrated

'
E.g., Report of the Federal Trade Commission on the Causes

of High Prices of Farm Implements (1920); Report of the
Bureau of Corporations on the Lumber Industry, Part IV ( 1914) ;

Report of the Federal Trade Commission on Lumber Manufac-
turers' Trade Associations (1922).
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their ability as executives and the latter are chosen by

promotion from those below them there is an excellent

opportunity for the intelligent selection of the indi-

viduals who are to control the industry. The trust,

moreover, is generally too large for one man to con-

trol in his own interest, and this is a circumstance de-

cidedly unfavorable to nepotism. It is true that one

man may be recognized as dominant, but this is gen-

erally because he can secure the confidence of other

men of wealth and ability. The trust, however, is sub-

ject to one great disadvantage: in so far as it has a

monopoly of the business and the fact that it is a

trust implies that it has at least a substantial degree
of monopoly power the best possible selection of men
is desirable, but is not a matter of vital necessity.

For the ordinary corporation to select well the men
who are to control it is often a matter of life and death.

The trust has, apparently, greater ability to select well

but less motive ; and it is hard to see how any motive

can be given which will be as strong as the necessity

to which even a large corporation in a distinctly com-

petitive industry is subject. To say that it cannot be

done would be going much too far. The trust is sim-

ply a form of industrial organization. Competition
between groups and between men within it may be

very keen and may result in putting the industry in

hands that are quite as capable as those in which it

would be under conditions of keen competition be-

tween business units. The problem is to find some
method by which it can be made reasonably certain that

internal competition will be of this character. For this

problem no solution has, as yet, been found.
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At the same time it should be noted that it is by no

means certain that the net result of the weaker motive

and the greater ability is usually, even under present

conditions, less effective than are the forces at work
in competitive industry. The public utilities are gen-

erally natural monopolies and it is not clear that the men
who control them are in any way inferior to the leaders

in competitive industry. It is true that the public

utilities are subject to regulation of a sort to which

the industrial trusts are not subject. If, however, the

industrial trusts are to be permitted they must be regu-

lated. It is, of course, vitally necessary that this regu-
lation be of a sort that will favor rather than hinder

the selection of real ability. It is to be feared that

the treatment of the railroads, in recent years, is open
to serious adverse criticism from this point of view.

Little need be added as to the effect of the trust on

the development of ability. It has practically all the

advantages of the large corporation in an intensified

form. The fact that it is very large usually means
that there is much opportunity for the promotion of

employees to responsible positions, and the delegation
of a considerable amount of responsibility is prac-

tically necessary. In so far as the trust has a monopoly
of the industry in which it is engaged it is largely de-

pendent on its own organization to secure the men who
are capable of serving it well in positions which re-

quire special training. It is reasonably certain that

what it spends for the purpose will redound to its own

advantage, for the men thus trained are not likely to

leave it in order to serve a competitor. This is an

exceedingly important consideration. As in the case
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of selection, however, the lack of competition makes

the development of ability less necessary. In both

cases such considerations serve to emphasize the fact

that when the trust is permitted to exist it must be

subject to regulation; and it is of great importance
that this regulation be wise.



CHAPTER XIII

BIG BUSINESS AND AMERICAN POLICY

i. AN important place among the influences only

partly connected with the forms of organization which

affect the selection of ability for industry must be

assigned to the general ideals regarding business which

prevail in the nation. Where business is looked down

upon as something beneath the dignity of the men most

worthy of honor, many of those who could serve the

nation best will not engage in it, and many of those

who do engage in it will retire sooner than they other-

wise would. Such a condition is generally connected

with the existence of some non-industrial need of the

nation that urgently demands, or has until recently

urgently demanded, a large measure of the ability

possessed by the people. As has already been pointed

out,
1 this was the case at a time when war was a con-

stant menace, when systems of law and order were

being established over large areas, and when military
success was less dependent on industrial strength than

it is today. The rise of industry was itself one of the

circumstances that led to the passing of this condition ;

but the ideals of a bygone regime pass away slowly,

especially when the conditions on which such a regime
rests though diminished in importance have by no

1

Chapter V, 3, pp. 92-96.
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means disappeared. It should be noticed, however, that

large scale industry is itself favorable to the attraction

of the best ability of the nation to industry, for it makes

available positions of preeminence to those who are

able to hold them.

Of perhaps even greater importance is the degree
of individual economic freedom that prevails in a

nation, or the extent to which each is at liberty to

make full use of the powers he possesses. So far as

law, public opinion, and custom are concerned con-

ditions in the United States have been decidedly favor-

able. There are, of course, some restrictions. There

are occupations, of which the professions furnish but

a few examples, in which no one is allowed to engage
without special authority. Generally speaking, the

requirements are designed simply to keep out those

who lack the qualifications to do the work properly and

in so far as they are of this character the limitation

on economic freedom when they imply is not of an

injurious nature. Many of the regulations to which

industry is subject are intended, at least in part, to pro-
tect the freedom of the individual. Such, for example,
are the laws against unfair competition and monopoly.
Much of the public hostility to large corporations, and

especially to those that possess monopolistic powers, is

based on the same ground. Unfortunately the way
in which large industry has been conducted has often

been such as to give some justification to this view.

As has just been pointed out, the potentialities of large

scale business in favor of economic freedom are great,

and when large scale industry is desirable for other

reasons it is of vital importance that some method be
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found to assure the realization of these potentialities.

It is not only the business units, however, that may
have adverse effects on economic freedom. The poli-

cies that have been adopted by labor unions, for

example, have in some instances been decidedly un-

favorable. This is particularly the case when they
tend to emphasize the diversity of interest between

employer and employee and to create and maintain

the belief that the laborer must remain a laborer. On
the other hand, labor unions can, and sometimes do,

give the laborer much more economic freedom than

they take away from him. This may be so, for ex-

ample, when they protect him from unfair discrimina-

tion of one sort or another. Labor organizations, like

organizations of business units, have great possibilities

both for good and for evil. Rightly conducted they

may be among the most effective instrumentalities by
which the regulation of industry that is necessary for

efficiency can be secured.

The development of ability in individuals is largely

a matter of education. So far as formal education is

concerned the general principles involved do not differ

greatly from those which apply in the case of labor.
2

Of course, the particular sort of training given should

be adapted to the end in view, and the most valuable

training for labor and for enterprise are not quite the

same, though the line between them is not a sharp
one. The former deals largely with the technique of

a particular phase of industry and is largely concerned

with matters of detail. The latter is broader in scope
and is primarily concerned with principles and policies.

Chapter VII, 1-2, pp. 148-157.



278 NATIONAL INDUSTRIAL EFFICIENCY

It is, of course, in reality a form of vocational educa-

tion, but requires a much more extensive foundation

than what usually goes by that name. Not only must

more time be spent in the schools, but the graduate
must ordinarily spend some years in business before

he can hold a highly responsible position. During a

large part of this period his earning power is likely

to be lower than it would have been had he gone directly

into business. Partly for such reasons as these, and

partly because of the kind and grade of ability re-

quired, it is probable that only a small proportion of

those who expect to engage in industry would seek a

training of this sort, even if it were made generally

available. Those, however, who do Deceive it and

profit by it are able to contribute very largely to the

industrial efficiency of the nation.

As regards also the increase of innate enterpris-

ing ability little need be added to what has already
been said in connection with labor.

3 The only methods

that can be adopted are those that have to do with

eugenics and with immigration. Neither method

should be used to exclude any but those who are un-

desirable from a national point of view; and the fact

that a man is lacking in enterprising ability does not

necessarily prove that he is undesirable. In fact, there

are a large number of men who can become good

laborers, but could not direct industry well under any
but the simplest conditions, if at all. The problems of

bringing about an increase in enterprising capacity

through the encouragement of large families among
those who have it are practically identical with the

*
Chapter VII, 4-5, PP- 161-166.
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problems of bringing about an increase in economic

capacity of any other sort. A country with large

undeveloped resources is naturally attractive to foreign

enterprise and foreign capital; but its immigration

policy may have an important effect on the character

as well as the numbers of immigrants. If the country
is politically backward it may find it necessary to grant

special privileges to foreigners who undertake the work
of development. When the amount of capital involved

is large the men who take charge of the work are fre-

quently employees, but they are likely to be men of

considerable enterprising ability. If the country is

backward only in the sense that its economic resources

are undeveloped, foreigners who come to develop the

country are very likely to remain, and their descendants

to become members of the nation. Such a nation is,

of course, likely to offer inducements to foreign labor

as well as to foreign enterprise and capital ; and among
those who come as laborers there will ordinarily be

many of great enterprising ability.

2. As has already been pointed out the efficiency

of enterprise depends not only on the qualities of the

individuals who direct industry but also on the char-

acter of the business units. These are partly dependent
on each other, but there are independent influences

which act on each. Among the most important of

the independent influences that act on the business unit

are those that have to do with the scale of production
and the degree of monopoly. What the effect of these

influences will be depends in a large measure on the

policy adopted by the government with reference to

industry.
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In many cases the advantages of large scale produc-
tion so far outweigh the disadvantages as to make

practically necessary one of the higher forms of

organization. Some of these require the operation of

a single large plant, but do not necessarily imply more
than this for their full realization. Such are the ad-

vantages which result from large and expensive types
of machinery or other equipment, from a high degree
of specialization of plant or of labor, or from the

ability to turn out large units of product. Other ad-

vantages can be obtained through combination, a con-

siderable number of establishments cooperating with

each other or being completely merged in one organiza-
tion. The need of a large plant in such cases is not

necessarily implied. An important illustration is found

in the case of marketing. To reach a very wide mar-

ket a large organization is necessary, and in some cases

a very wide market is highly desirable. To distribute

efficiently the fresh fruits of the Pacific Coast, for ex-

ample, it is necessary to know the market conditions in

a very large number of small sections of the country,

and to direct the shipments so as to avoid gluts and

shortages. The farms, however, may be relatively

small. The Webb-Pomerene Act was passed largely to

permit manufacturers and other producers to combine

for the development of the foreign trade. Very large

combinations, such as the United States Steel Corpora-

tion and the International Harvester Company were

able to take care of the foreign market in a way that

small concerns could not hope to do alone. Again, a

very large organization is sometimes necessary for

reaching the market as distinguished from finding it
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and from the negotiation of purchase and sale. The big
meat packing concerns, for example, had a decided ad-

vantage in their ability to fill and to dispatch refrig-

erator cars promptly, and until the recent modifications

of the business by a consent decree they have an ad-

vantage in being able to ship groceries in the refrig-

erator cars with their meat. This, be it noticed, was
a real economy from a national point of view as well

as from their own. A pipe line furnishes a very eco-

nomical means for the transportation of oil, but the

amount of capital required is so great that only a very

large company, or a combination of small ones, can

afford to construct and operate a pipe line.

The integrated business which, in its complete form,

participates in all stages of production from the raw
material to the consumer almost necessarily implies

large scale production. Even if each stage could be

economically conducted on a small scale, the organiza-
tion as a whole would be relatively large. Generally

speaking, however, it is in those industries in which

large scale production is economical at one or more

stages that integration in anything approaching a com-

plete form is found. The advantages that can be se-

cured under favorable conditions are great. A very

large part of the work connected with buying and

selling is entirely eliminated. Those in charge of each

stage except the initial one can be much more sure that

they can get the kind and quantity of material that

they need, when they need it, than would otherwise be

possible, and so far as the organization as a whole

is concerned they can get it at cost. Those in charge
of each stage except the final one can know better just
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what is wanted in the way of product and where they
can dispose of it. In some cases a department or a

subsidiary organization can be established to render

a service which would be rendered only inadequately
or after much delay, if it could be rendered at all, by
an independent concern. This is particularly true of

pipe lines for the transportation of oil. No doubt a

pipe line could be built by an association of independent
concerns, but this would be, in reality a loose form
of integration. In some cases even the manufacturing
costs can be reduced through integration. This is the

case, for example, where iron enters the blast furnace

in the form of ore and is not completely cooled until

it emerges from the rolling mill in the form of steel

rails. There are also some advantages of a monopo-
listic nature connected with integration, but the thing
to be noticed here is that there are substantial advan-

tages, even from the national point of view that result

from large scale production.
There are, of course, disadvantages as well as ad-

vantages in large scale production. Among these, as

has already been pointed out, are some that result from
a spirit of independence that will lead men to prefer
a large share of the control in a small concern to a

small share in a large one. Some of the disadvantages,
however, are entirely independent of the desires of

individuals. The difficulty of management, for example,
increases beyond a rather low point with the increase

in the scale of production. Not only does the large
concern require a greater degree of ability on the

part of the men in charge of it, but there is, as a rule,

considerable less flexibility, and in some cases this is
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important. On the other hand most, if not all, of the

advantages of large scale production are either fully

obtained after a certain size has been reached or are

subject to a law of diminishing returns, so that, even

if the disadvantages could be ignored, any further in-

crease in size would bring with it a diminishing in-

crease in advantage. As a result there is in every case

a size of maximum efficiency, at which point the ad-

vantages and disadvantages of large scale production
are balanced. What this size is depends on a great

variety of circumstances. It differs very greatly from

industry to industry. It differs from one concern to

another in the same industry. It differs between differ-

ent departments of the same concern. In this case,

however, duplication is sometimes possible. If, for

example, the size of maximum efficiency for the manu-

facturing plant in a given corporation would be greatly
exceeded long before that of the marketing department
was reached, two or more manufacturing plants may
be established; and in some cases this is done even

where there is no question of monopoly involved.

Such duplication of plants may bring with it some

disadvantages of its own; but the net advantage may
still be with the very large concern.

3. While the advantages and disadvantages of

large scale production must be carefully distinguished
from those of monopoly, the size of maximum effi-

ciency may be great enough to require monopoly for

its realization. Here much depends on the size of the

available market. If it is small a concern does not

have to be very large to supply it fully at a lower cost

than could two or more. One cold storage plant, for
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example, may be all that would be justified, as an in-

dependent business, in a small city. On the other

hand, when the amount of goods or services is very

large the size of maximum efficiency must be very

great in order to require monopoly. This condition

appears to be satisfied where the work is largely that

of transportation, whether by rail, by pipe, or by wire.

It is probably rare, if it occurs at all, among the in-

dustrials. It should be noticed, however, that it is not

necessary that a concern of the most efficient size be

able to supply the entire market in order that the ad-

vantages of large scale production may result in sub-

stantial monopoly. In many cases it is enough if it

can supply more than half; for a concern that is too

large may be more efficient, at least from a private

point of view, than a concern that is too small.

The relations between large scale production and

monopoly are by no means confined to those cases in

which one concern is, by reason of its size, better able

to supply the needs of the market than are a somewhat

larger number. Of great significance is the fact that

where the concerns in an industry are large and few

monopoly is, generally speaking both more desirable

and more easily secured than when they are small and

many. An industry in which large scale production
is the rule is usually one in which a large proportion
of the assets represent fixed investment and an elabo-

rate organization is needed. Efficiency requires that

both the assets and the organization be utilized to

capacity. The demands of the market are constantly

changing. When they are substantially less than the

combined capacity of all the producers, competition,
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if unrestrained, tends to become cutthroat in character.

If a concern fails it is likely to be reorganized and to

continue business with reduced liabilities. When the

demands of the market are substantially greater than

the combined capacity of all the producers there is little

need for combination to produce some of the most im-

portant features of monopoly. Some of the old con-

cerns, however, are likely to increase their capacity
and new ones to enter the field, and thus the founda-

tions are laid for further trouble as soon as the de-

mands of the market fall. The principle applies of

course, in all cases in which the proportion of fixed

to current assets is large. Such a condition is not

only less characteristic of small than of large scale

production, but even when it does occur the losses re-

sulting from cutthroat competition are likely to be less.

Failure more frequently means the discontinuance of

the business, and while the losses of the failed con-

cerns may be large in the aggregate, the losses of those

who remain are likely to be less by reason of the re-

moval of their competition.
Of more importance, perhaps, is the fact that

monopoly is more easily secured, whether by agree-
ment or by consolidation, when there are a few large

concerns than when there are many small ones. The

variety of points of view that must be reconciled is

less. The men in immediate control of the different

units are much more likely to know each other per-

sonally. Competition is, upon the whole, more likely

to be cutthroat in character
;
and whether it is so or not,

the policy adopted by a large concern is of much more

significance to the industry than is the policy adopted
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by a small one. Realizing this, the large concern will

ordinarily be more ready to share fully in the costs that

restraint of competition implies than will a small one.

It is easier for the combination itself to discover de-

fections where it is of such a character that defections

are possible and to bring pressure to bear on those who
are responsible for them. Where an industry is already

in the hands of a few large concerns many of the chief

advantages of monopoly are already in sight, and some

of the lesser ones have often been realized by under-

standings so indefinite and intangible as to be hardly

worthy of the name of combination. Finally it should

be noticed that the loss of independence to the men
concerned is less when the transition is from the simple

large corporation to the combination than it is when
the transition is from a close corporation to an open
one.

There are some cases in which monopoly, or at least

such a restraint of competition as implies the presence
of important monopolistic elements in the industry, is

highly desirable in the interests of national efficiency.

Competition which forces prices below expenses is

generally wasteful, for expenses are not likely to be

above real costs; and in some cases competition tends

almost inevitably to be of this character. It is largely

because of this fact, as well as because of the large

size necessary for maximum efficiency that railroads,

lighting plants, water systems and the like are properly
described as natural monopolies. In other cases com-

petition, even though it does not force prices below

expenses is itself very costly. The energy spent in

elaborate advertising, for example, must be included
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among the costs of production; and it should be no-

ticed that the concern that is most successful may be

the one that employs the best advertising ability

rather than the one that offers the best goods. A
thorough knowledge of the conditions of demand and

supply is in many cases highly desirable as a guide
to producing and shipping policy. Information of this

sort can best be obtained by an organization that is

not only large but represents all the producers, for in

that case it can have all the factors of supply as well

as of demand under its observation. Work of this

sort can sometimes be done by an independent or-

ganization, but when it can it is because each of the

producers will readily furnish the information in his

possession, and when this is so there is likely to be

present a nearer approach to unanimity of action than

is directly involved in the collection and dissemination

of information.

4. Governmental regulations and governmental
activities are among the important factors that deter-

mine what sorts of business organization shall prevail
in an industry. Pretty surely if it were not for the

general incorporation laws, and especially for the privi-

lege of limited liability, there would be far fewer large

business organizations in the United States than there

are today. The antitrust laws forbid with some ex-

ceptions, the formation of trusts and other monopo-
listic combinations. While these laws have not accom-

plished all that was intended, they have undoubtedly

prevented the formation of some combinations and

have limited the activities of others. National banks

must be corporations and must have a minimum capital,
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depending on the population of the place in which they
are located

;
and under many of the state laws banking

is subject to similar limitations. In some cases the

government performs services which, though available

to all, are really an aid to the smaller concerns, for the

larger ones would otherwise have an advantage through
their ability to perform these services for themselves.

This is true, for example, of some of the work of the

Bureau of Foreign and Domestic Commerce. Indeed

there are probably few activities of the government in

connection with industry that are totally without effect

on the character of the business units; and in many
cases the effect is of great significance.

Faith in the competitive system as a means of main-

taining popular welfare long exercised a profound in-

fluence on the policy of the United States and of most

of the several states. This faith has been somewhat
shaken in recent years, and some exceptions to the

laws against combinations have been made, but it is

still strong. Corporations and other associations of

individuals have not ordinarily been regarded as in-

compatible with the competitive system so long as

they had no appreciable power to restrain trade or to

establish monopoly. The provision in the Clayton Act

that certain kinds of labor, agricultural, and horticul-

tural associations shall not be held to be illegal com-

binations or conspiracies under the antitrust laws

should probably be regarded as marking a weakening
of the faith in competition, though there is some

ground for arguing that the Sherman Act was never

intended to apply to labor. The Capper-Volstead Law
extended still further the right of the farmers to com-



BIG BUSINESS AND AMERICAN POLICY 289

bine, though it introduced some safeguards against

monopoly and restraint of trade. Generally speaking,

recognition that there are some types of industry that

can be conducted with success and economy only under

conditions of monopoly has come slowly and grudg-

ingly. It is now generally acknowledged, however,
that the competitive system, at least in any comprehen-
sive sense of the term, cannot prevail in certain im-

portant industries, most of which are classed as

public utilities. It is less widely recognized that the

line between natural monopoly and practicable com-

petition is not always a sharp one, and that there are

branches of industry that can be in the main, com-

petitive, though they have also some monopolistic
elements for which provision should be made. More-

over, while the importance of large scale production, at

least so far as it is not seen to imply monopoly, is

usually conceded, it does not seem to be generally
realized that competition between a few large units

differs in many respects from competition between a

large number of small ones; and that on this account

some special means of regulation may be necessary.

It may be conceded that a somewhat conservative

policy with regard to the competitive system is desir-

able. Under this system, and so far as can be judged

largely because of it, industrial progress has been very

rapid. In many lines of industry freedom of competi-
tion has meant for a large number of those who had

ability but little or no initial advantages the opportunity
to achieve great personal success by service to the com-

munity. A very generally accepted theory is that

through it wealth and power are put into the hands
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of those who can and will use them well. This theory
does not contain the whole truth ; but there are in com-

petition some strong tendencies in the direction indi-

cated. Monopoly has no such valuable record of

achievement as has competition. Generally speaking,

it appears to close the door of opportunity which

competition leaves open, and it must be admitted

that except so far as opportunity is given within

the monopoly itself it usually does so. Under

monopoly, if it is complete, there can be no evolu-

tionary struggle between business units. Theoreti-

cally a useful form of this struggle can be continued

within the monopoly; but how to be sure that it will

is an unsolved problem. Under monopoly, if unre-

strained, it is usually possible to make profits by the

curtailment of service and the increase of prices. The
motive for the lowering of costs is not absent, but it is

weaker than when prices cannot be raised. Regulation
is difficult to make wise in its immediate aims and

effective in its operation.

There is much reason for thinking, however, that the

policy adopted in the United States has been too con-

servative. Recognition of the national advantages of

restraint of competition, other than the prohibition of

such noneconomic methods as violence and fraud, and

of monopoly, has, in general come only after the evi-

dence of the failure of competition has proved to be

overwhelming. In the meantime the losses resulting

from the effort to maintain competition have been

great. Where such efforts have been continued they
have often met with but limited success. Monopoly
and restraints of competition have grown up in spite
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of them. In some cases these have taken the form

of secret agreements. In others, as for example, many
railroad agreements as to rates before the Transporta-
tion Act of 1920, the administrative department of the

government seems to have simply ignored them. In

still other cases combination has taken the form of

great consolidations the illegal character of which is

difficult to prove. Mere size is not condemned by the

law, and probably could not be condemned without

an important concession to inefficiency that could be

easily seen.

If monopoly and restraint of trade carried with them

no important national advantages the failure of the

policy of suppression would simply justify continued

efforts to solve the problem of making it effective.

It is generally conceded, however, that as regards some

important lines of industry this is not the case; and,

as has already been pointed out there are strong rea-

sons for thinking that there are many others in which
some degree of monopoly is desirable. In so far

as there are the policy of suppression should be sup-

planted, at least in part, by a policy of control. The

problems involved are difficult, and even in those cases

in which monopoly has long been recognized, they are

largely unsolved. It hardly seems likely, however,
that they are more difficult than the problems of main-

taining competition where there are important elements

of monopoly; and, in any event they must be solved

if the highest degree of efficiency is to be secured.



CHAPTER XIV

THE REGULATION OF ENTERPRISE

I. A VERY significant consideration is to be found

in the fact that joint action, even in regard to such

matters as prices and output, does not necessarily imply

any great degree of ability to raise prices above the

cost of production. Price conferences, suggested

price lists, the exchange of price information, and the

like have received much attention from the Federal

Trade Commission and its predecessor, the Bureau of

Corporations
1 in connection with their studies of

monopoly and restraint of trade. Now, conference

and knowledge of the facts are practically necessary for

monopolistic action of any sort; and proof of joint

action may be an important link in the chain of evi-

dence against illegitimate business practices. In some
cases the methods suggested may be sufficient to bring
about a very considerable degree of monopoly. Where,
for example, there are only a few concerns in the in-

dustry, each having a large proportion of the total out-

put, and where the relations between them are friendly,

conferences, suggested price lists, and the like may be

*See, for example, the reports of the Federal Trade Commis-
sion on the Pacific Coast Petroleum Industry, Part II (1921),
and on the Causes of the High Prices of Farm Implements
(1920), the Report of the Bureau of Corporations on the Lumber
Industry, Part IV (1914), and the Report of the Federal Trade
Commission on Lumber Manufacturers' Trade Associations

(193*).
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effective means for greatly reducing or eliminating

competition.
It does not follow, however, that any, or all, of these

methods is necessarily incompatible with competition
of the most useful sort. No doubt they have an effect

on price: unless it was believed that they did they
would not be adopted. The effect, however, may be

to give to each member of the industry an intelligent

idea of what the conditions are, and some suggestions
as to what would be a wise policy for each to follow

where each is dependent for success on the success of

his own business. The costs of production, from a na-

tional point of view, may be reduced and the selective

forces made but little, if any, less effective in giving

advantage to those whose costs are lowest.

A striking feature of these methods which illustrates

their weakness is the difficulty of inducing all concerned

to follow the prices or the policies suggested.
2 Any

price materially above that warranted by expenses can be

maintained only by curtailing profitable business. If

the number of concerns is at all large, and sometimes

if it is small, there are very likely to be some concerns in

the industry which will seek to increase their business

" This is fairly well brought out in the first three reports men-
tioned in the last footnote. The fourth report Lumber Manu-
facturers' Trade Associationsdeals with the methods recently
used by some of these associations. It does not go into anything
like the same detail as the earlier report by the Bureau of

Corporations. The period covered, 1915 to 1921 or 1922 was
clearly abnormal. It is clear that prices and, at least in the case
of the Southern Pine Association, profits were high. The Doug-
las Fir Lumber Manufacturers' and Loggers' Association and
the Western Pine Manufacturers' Association, the two others
that are most fully considered, derived much of their power from
the fact that the ownership of timber was highly concentrated.
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even if, in order to do so, it is necessary to cut prices.

Moreover, if such arrangements are not reenforced by
other considerations more favorable to monopoly po-
tential competition can easily become active. In either

case the higher the profit the greater is the inducement

to independent action. Notwithstanding such elements

of weakness, however, the danger of abuse is sufficiently

great to make publicity and a certain measure of super-

vision desirable. Such conferences and general under-

standings should hardly be regarded, under ordinary

conditions, as unlawful agreements.
Even the definite agreement, carried in some cases

to the extent of pooling, may contribute to national

efficiency. Where natural monopolies are concerned

such agreements may easily be the most desirable alter-

native to a higher degree of combination or to destruc-

tive competition. The clause in the Transportation
Act of 1920 which permits pooling by the railroads,

subject to the approval of the Interstate Commerce

Commission, may be regarded as a distinct conces-

sion to this point of view. So far as its practical

effects are concerned its importance is probably much
less than it would have been had the concession been

made before railroad combination had proceeded as

far as it has. In certain emergencies pooling on the

part of concerns that are normally regarded as at least

partly competitive may have great advantages. Shortly
after the United States entered the Great War the

Federal Trade Commission itself recommended a pool,

in the hands of the Government, of all coal and coke. 8

'Report of the Federal Trade Commission on Anthracite and
Bituminous Coal (1917), p. 20.
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The motive for keeping down the expenses of pro-

duction, and, as an incident thereto the costs, is not

ordinarily destroyed by the agreement, even when it

takes the form of a pool, but unless the possibility

of raising prices is narrowly limited by regulation or

in some other way this motive may be weakened. As

regards those parts of the business that are conducted

independently low costs for any member usually mean

profits which do not have to be shared with the rest.

This is obvious in the case of market and output

pools. In profits pools a common method is to calcu-

late the profits that are to be pooled on an assumed

cost which is uniform for all. Another method is to

assign a particular piece of work to that member of the

pool who will pay most for the privilege of doing
it at a price fixed by the pool. This was the method

adopted by the Addyston Pipe combination for deal-

ing with a certain class of contracts. In such cases

low costs are obviously to the advantage of the suc-

cessful bidder. To that part of the business that is

conducted by the pool itself some of the general prin-

ciples of monopoly apply, at least when the danger of

competition from the outside is not an important con-

sideration. Low expenses mean more profits than high

expenses, but if prices are raised profits can still be

secured even though expenses are high. Generally

speaking, however, in those cases in which pooling is

justified from a public point of view the costs of com-

petition are likely to be high, and these costs can be

greatly reduced by the pool.

The pool, and still more the simple agreement with-

out pooling features, has some important elements of
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weakness. When it is illegal, as most forms of pools

except those which are clearly without important effects

on prices are in the United States, it is decidedly un-

stable. It is still unstable when it cannot be enforced

even though the parties to it cannot be punished. It

should be noticed, in passing, that the special weakness

resulting from the impossibility of enforcement rests

partly on the fact that a business concern may dishonor

its engagements with impunity, a circumstance which is

likely to have some serious adverse effects on business,

whether from a private or a public point of view.

Even when the pool can be enforced it is, in sub-

stantially all cases, limited in time, and the policy of its

members is often influenced by their knowledge that

it will not continue indefinitely. In some cases they
will exceed their allotments, and pay the penalty, in

order that they may demand increased allotments if a

new pool is formed after the old one has expired or

that they may be in a stronger position if they are to

operate independently. High prices resulting from the

activity of the pool not only offer members the tempta-
tion to evade the terms of the agreement if they can;
but they furnish a strong inducement to new concerns

to enter the business. The success of a monopolistic

pool is dependent on the inclusion of a large propor-
tion of the industry. The new concerns may be willing

to become members, but to admit them means to give
them allotments and to reduce those of the old mem-
bers. Notwithstanding such elements of weakness,

however, pools, under certain circumstances make pos-
sible a substantial degree of monopoly.

2. While there are some cases in which industry
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can be conducted most efficiently by monopolistic or-

ganizations, and others in which there are important

monopolistic features even though the business is in the

hands of a number of concerns that are largely com-

petitive, it does not follow that monopolistic powers
would be allowed to remain in private hands without

public regulation or even that they would be allowed

to remain in private hands at all. Monopoly is some-

times necessary for the highest efficiency, but it is

rarely, if ever, sufficient to assure it.

There are two main ways in which the government
can exercise control over industry : operation and regu-
lation. Either of these involves considerable difficul-

ties. It must not be supposed, however, that these

difficulties can be escaped by the prohibition of all

combinations that possess any substantial monopoly

power and the suppression of all that appear. That

policy has been tried and has not only been costly

but has been far from a complete success. In some

cases, especially in connection with those in which

transportation is a large element it has been abandoned

in whole or in part ; and more recently a few other ex-

ceptions have been made. The "trust problem/
5 how-

ever, is still far from solved. This is partly because the

necessity, or at least the legitimacy, of large scale pro-
duction is recognized. As has already been pointed
out competition works very differently where there are

a few large concerns from what it does where there

are many small ones, and concerted action is more

easily secured.

The mere fact that the suppression of monopoly is

difficult is not, of itself sufficient proof that such a
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policy is unwise, or even that it is more difficult than

any other policy that is worthy of consideration. Mo-

nopoly is not ordinarily desired by business men solely

because greater efficiency can be secured by means of

it; and there are many cases in which it is decidedly

unfavorable to efficiency. The conditions in each in-

dustry should be examined with a view to determining
what policy should be applied to it. Even where it is

found that some element of monopoly is desirable it

does not follow that the policy of maintaining com-

petition should be entirely abandoned. The lower

forms of combination commonly permit much competi-
tion among the combined concerns, and even within the

great consolidation there may be a considerable degree
of competition. Where there is no legitimate reason

for combination no concession should be made. In

some cases, however, permitting combinations, under

proper control is not only favorable to efficiency but

makes it easier to maintain competition where it is

desirable.

The fear of monopoly and the difficulties of regula-
tion are among the considerations that have led to the

demand for governmental operation. Where this policy

is adopted the difficulty of exercising control is much
reduced. The government has practically all the

rights of the private owner as well as those of the

regulating authority, and consequently there is little

chance for a conflict between them. The facts needed

for intelligent regulation are much more easily learned

than when the industry is in private hands, the power
to give orders is much less limited by private rights,

and the orders that are given are more easily enforced.
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Out of this very situation, however, arises a difficulty ofj

a different sort. The private enterpriser represents a

special interest, not only in the sense that it is his in-

terest as distinguished from that of others, but in the

sense that he is the advocate of a particular interest

of the nation. It is because his interest and the na-

tional interest are not identical that regulation is

needed. Under some circumstances, competition, lim-

ited only by the prohibition of such uneconomic meth-

ods as fraud and coercion, provides sufficient regu-
lation. In other cases it does not, and some sort of

control must be exercised. In deciding what policies

should be adopted by the regulating authority it is a

decided advantage to have advocates of the interest of

enterprise as well as advocates of the other interests

concerned. Undoubtedly there are serious difficulties

in regulation, as opposed to operation, and undoubtedly
no satisfactory solution of the problems involved can

be found quickly. Governmental operation, however,
while it removes some of the difficulties, simply intro-

duces others.

There is, of course, a field in which governmental

operation of industry is desirable. From one point of

view a modern government may itself be regarded as

a big business
;
and many of its most important activi-

ties have a distinctly industrial, as well as a political

character.4 The chief product of the navy, for ex-

ample, is national security; and to obtain this product
the organization of land, labor, and capital on a very

4
Upon this fact is based one of the arguments in favor of

giving members of the Cabinet seats in Congress. See 115 Com*
mercial and Financial Chronicle (July 8, 1922), pp. 120-121.
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large scale are necessary. There can be no doubt,

however, that distinctly governmental functions must

be performed by the government itself, even though
the industrial problems involved be very difficult.

As regards the conduct of industry where it is not thus

bound up with distinctly governmental functions, but

where control of some sort is needed, a wise choice

between operation and regulation must depend upon
a number of considerations, due weight being given to

each. The most important of these are the character

and degree of control that should be exercised, the diffi-

culty of the industrial problems involved, the special

advantages or disadvantages that the government has in

dealing with them, and the extent to which the needs

of the industry are so generally recognized that no

special advocate of the interests of enterprise is needed.

The relative importance of these considerations dif-

fers greatly in different cases. To consider them in

detail would require more space than can here be given

to the subject, but a few illustrative comments are jus-

tified. In certain lines of investigational work the gov-

ernment ordinarily has a tremendous advantage in its

authority to demand the facts from those who know

them and often in the belief that the facts collected will

not be used for the exclusive benefit of a few favored

concerns. There are cases in which services are re-

quired in the public interest, but the opportunity to

render them does not appeal to private enterprise.

Lighthouses are commonly mentioned in this connec-

tion, the chief difficulty being that it would be imprac-

ticable for private enterprise to collect adequate pay
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from the beneficiaries. If this were the only difficulty

the work might be done by private enterprise under

government contracts, but the need for control is great

and the industrial problems involved are comparatively

simple. In some cases complete, detailed and unques-
tioned control is of outstanding importance. This con-

sideration alone would justify the operation of the

mints by the government, even if the industrial difficul-

ties were great. A more doubtful case is that of fur-

nishing a city's water supply. It is necessary for the

city to have a large measure of control as to quantity,

quality, and price. In some cases there are serious

technical difficulties, especially where mountain streams

must be dammed or the water brought from a consider-

able distance. Generally speaking, however, the diffi-

culties are less than those connected with the other

great public utilities. Most of the problems with

which the directors must deal are fairly simple. Upon
the whole, public operation seems to be fully justified

under the conditions prevailing in most American

cities. In the case of railroads control is a matter of

great importance. Some public powers must be exer-

cised, especially in connection with the right of eminent

domain. On the other hand the industrial problems
involved are exceedingly difficult and the costs of doing
business are necessarily great. The controversies that

arise between shippers and the railroads and between

labor and the railroads are so serious as to argue

strongly for a group that represents the national in-

terests involved in the railroads themselves.

A wise policy of regulation would require the exer-
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cise of some judgment on the part of the regulating

authority as to the cases in which combination implying
some degree of restraint of trade or of monopoly
should be permitted, as to the forms that such com-

bination might take, and as to the way in which its

powers might be exercised. It is safe to say that in a

large proportion of the cases that would arise an agree-

ment of some sort would be all that would be needed.

The enforcement of such an agreement would be under

the control of the regulating authority. To permit the

lower forms of combination would in many cases

weaken the motive for forming the higher ones, espe-

cially where the latter were not made lawful. What
is perhaps of even greater importance is the fact that

to make it possible to secure the legitimate advantages
of combination, under regulation, would weaken the

motive for secret arrangements. There would doubt-

less be some cases in which the higher forms of com-

bination would be desirable, and others in which there

would be only a few large corporations which could

easily make secret agreements. In such cases it must
be admitted that control would be difficult. As regards
all forms of combination a policy of regulation would

doubtless involve considerable expense, but it must be

remembered that the present policy of suppression is

neither cheap nor very effective. Probably it would be

desirable, even in the interest of efficiency itself, to

impose most of the cost of regulation in each case on
the regulated industry.

3. In a very large number of instances the agen-
cies that perform those industrial functions in con-

nection with which questions of restraint of trade or
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of monopoly are most important, are, or may be, sepa-

rately organized. This is obvious in the case of the

lower forms of combination. The association, for

example, is distinct from its members. Even in the

great consolidation special functions are commonly
assigned to different subsidiary companies. As a con-

sequence the nation may adopt different policies for

the control of the agencies performing different func-

tions. If separate appropriate agencies do not already
exist their organization may virtually be required as a

condition of engaging in the business. There is, for

example, nothing extraordinary in the requirement that

the business of banking shall be done only by corpora-
tions specially organized for that particular purpose.
Section 6, of the Clayton Act provides that the anti-

trust laws shall not be construed to apply to certain

types of labor, agricultural, and horticultural organi-

zations; but these organizations must conform to

certain definite requirements. The Capper-Volstead

law extends still further the right of farmers to form

combinations, but the character of such organizations
is prescribed and they are under the supervision of the

Department of Agriculture. Under the Webb-Pom-
erene law business concerns may form associations to

engage in the export trade, but they must be separate
from the concerns organizing them and are under the

supervision of the Federal Trade Commission. As

regards certain industrial functions not only separate
but independent agencies might be required. Such

functions might be performed either under the direo

tion of private enterprise, subject to regulation, or by
the government itself.
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Some of the great cooperative
5
agricultural organi-

zations, such as the California Fruit Growers' Ex-

change and the Sun Maid Raisin Growers, Inc., (suc-

cessor to the California Associated Raisin Company),
furnish excellent illustrations of combinations in which

different functions are segregated in such a way as to

make regulation comparatively easy in those cases in

which it is most likely to be needed. They are pri-

marily great marketing organizations. Their chief

work is to act as joint sales agencies, though they

engage in some other activities. In order to do their

main work most effectively they must have a large

volume of business ; and the knowledge necessary for

the distribution of their products to the best markets

can ordinarily be secured only through a substantial

degree of monopoly. As a matter of fact they handle

a very large proportion of the products in which they
are interested. In the work of marketing they render

services that are distinctly valuable from the national

as well as from the private point of view. The chief

evils that may arise have to do with the control of

the supply. So long, however, as their membership
is voluntary; so long as they must find a market for

all the good products their members send to them,

due care being taken to prevent spoilage or destruction ;

and so long as their treatment of such competitors as

they have is fair, they have little power to raise prices

above the cost of production. It is chiefly in con-

nection with such matters as these that regulation is

* As here used the term "cooperation," is not limited to associa-

tions organized on a non-stock basis. The fundamental consid-
eration is that these organizations are owned by the farmers and
operated in their interest as farmers.
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needed. To be sure they may advise members as to

market conditions, and may even recommend some

restriction of production. Knowledge of market con-

ditions, however, is something that the growers should

have
;
and so long as the number of growers is large

and membership is voluntary there is little danger of

concerted action that will result in excessive prices.

The passage of the Webb-Pomerene law may prop-

erly be regarded as a recognition of the advantages
of large combinations for the export trade. It may
be conceded that one influence in favor of its passage
was the idea that monopoly may be justified in the

foreign trade, though not in the domestic, especially

in view of the fact that the policy of most nations is

less unfavorable to combinations that may be able to

exercise monopoly powers than is that of the United

States. Of more significance was the argument that

American exporters had to compete with the great
combinations permitted by the laws of other countries,

and that for this reason combination on their part was

necessary. Much attention was given, however, to the

difficulties, other than those of a purely competitive

nature, which in many cases interfered seriously with

the development of foreign markets by any save very

large organizations. It seems pretty clearly to have

been felt that to permit associations for this purpose
would not only aid in the development of American

export trade, but would greatly weaken an important
motive for the formation of combinations whose busi-

ness would be largely domestic. It is extremely doubt-

ful that the law would have been passed had it not

been believed that the activities of export associations
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could be restricted to the field asigned to them. The
situation clearly illustrates the position here taken:

that to permit combinations, subject to proper regula-

tion, in those cases in which they have real advantages
from the national point of view, would both make
easier the problem of regulation and narrow the field

to which it would have to be applied.

Separate organization of agencies for the perform-
ance of particular functions does not necessarily imply

independent organization. The agricultural coopera-
tive associations and the Webb-Pomerene law associa-

tions are separate from their members but are depen-
dent upon them. In the great integrated trusts the

different stages of production are ordinarily carried

on by subsidiary companies. Integration, even in such

cases, does not necessarily play a great part in bring-

ing about or in maintaining monopoly, but under some

circumstances it may have an important influence in

that direction. In the first place the conditions may be

highly favorable to monopoly in some important de-

partment of the business, and the control of that de-

partment may result in a monopoly of the business as

a whole. It is largely because of this that the attempt
has been made to separate the railroads and the coal

mines. It was presumably for similar reasons that

the big meat packers were required, subject to qualifica-

tions which have little bearing on the principle involved,

to withdraw from the public stockyard and the public
cold storage businesses. In the second place the scale of

production required for efficient operation in one de-

partment may be so large as to support combination

amounting to monopoly in other departments. The
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Federal Trade Commission, for example, found that

the steel interests of the International Harvester Com-

pany greatly strengthened its monopolistic position, and

recommended not only that the McCormick and Deer-

ing lines be separated from each other, but that both

be separated from the steel business "which is obvi-

ously too large to be left with either of them/' 6

The Federal Reserve System furnishes one of the

best possible examples of regulated monopoly in a

special department of a business and of competition in

other departments. While the existence of a large

number of independent banks met with general ap-

proval in the United States, experience clearly showed
the need for a high degree of centralization of certain

banking functions. Largely to secure such centrali-

zation, without at the same time weakening the posi-

tion of the independent banks in other respects, the

Federal Reserve System was adopted. There are

twelve Federal Reserve Banks, all subject in important

respects to the Federal Reserve Board, which is an

exclusively governmental body. Besides its direct

regulative powers the Board elects a third of the direc-

tors of each of the Federal Reserve Banks. While

each of these banks has a considerable measure of inde-

pendence as far as the way in which it does business is

concerned, each has its own territory and they are not,

in any important degree, in competition with each other.

The system is intentionally so devised that there is

little competition between the Federal Reserve Banks

and other banking institutions. Strictly the Federal

Report of the Federal Trade Commission on Causes of High
Prices of Farm Implements (1920), p. 674.
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Reserve Banks have not a monopoly of note issue,

but the limitations that have long been imposed on the

other banks are severe; and it is contemplated that

eventually all the powers of issue will be in the hands

of the Federal Reserve Board and the Federal Reserve

Banks.

It is possible that in certain cases efficiency may
suffer, to some extent at least, as a result of forbidding
industrial concerns to include in their scheme of inte-

gration an important department of the business.

Where, however, the department is owned and operated

jointly by a number of the concerns that are to make
use of its services the loss to the one that would

otherwise control it may be more than offset by the

gains to the others. It must be admitted, however,
that it is a natural result of competition that the motive

for the most efficient operation of that department is

weaker when a number share in its benefits than when

they are all reserved for one. When the department in

question is not only separately organized, but is entirely

independent, the motive for efficient management may
be strong, but many of the economies of integration

may be lost. Even so, independent operation may
properly be required where the difficulties of joint con-

trol or of regulation or both are particularly great.

What policy is best as regards any department of any
branch of industry must depend on the circumstances

of the particular case. This much, however, can be

said with confidence : To permit, and in some cases to

encourage, combination, subject to proper limitations

as to its character and scope, is not only favorable to

efficiency but to effective regu)ation.
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4. There is little reason to doubt that enterprise

win be subject to a greater measure of regulation in

the future than it has been for a century or more in

the past. Industry has already developed far in the

direction of large scale production and of monopoly
and the indications are fairly clear that, unless steps

are taken to prevent it, development in this direction

will continue. Not all departments of industry have

been affected in the same degree ;
but the general char-

acter of the movement is unmistakable. Large scale

production and monopoly make possible a great con-

centration of wealth and power in the hands of the

few; and such concentration, when unaccompanied

by responsibility to the nation at large, is not likely

to be conducive to national welfare. Progress indeed

requires a certain measure of inequality, for control

must be largely in the hands of those who can use it

well. Power for good, however, implies power for

evil
;
and it is probable that the interest of no one class

of the people is identical with that of the whole nation.

Where there is unregulated monopoly in private hands

the danger that some will gain at the expense of others

and that the nation as a whole will be injured is very

great. Either to check the movement towards large
scale production and monopoly or to impose respon-

sibility on those who have power implies regulation.

Many of those who wish to see the movement toward

industrial consolidation stopped, if not turned back-

ward, do not think of the policy which they advocate as

one of regulation. They think of it rather as one under

which free competition among a considerable number of

business units would be maintained. Experience has
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shown, however, that in many lines of industry the

large highly organized concerns tend to predominate.
Unless this is due to some obstacle that can be re-

moved and there is little ground for believing
that it is free competition of the sort desired is prac-

tically impossible. It matters not in this connection

whether the success of the very large concerns is due

to superior industrial efficiency, to monopolistic agree-

ments, or to unfair methods of competition. In so far

as it is due to superior efficiency their predominance
can be prevented only by such regulation as would

make the conditions relatively less favorable to them

a condition which is hardly compatible with free com-

petition. Monopolistic agreements and unfair methods

of competition are so numerous in kind and so subtle

in many of their forms that elaborate regulation is

necessary to discover and prevent them.

The problems of regulation are far from simple;
but success in their solution is one of the important
conditions of national strength and welfare. Regula-
tion may be either protective or constructive in char-

acter. Protective regulation is designed to prevent
evils which would arise in industry based on private
initiative but, if strictly protective, assumes that no

direct aid to private initiative should be given. One
of the chief dangers of such regulation, especially

under a democratic government, is that it will be used

to prevent improvements in industrial methods. Under
almost any conditions the spirit of conservatism would

require that some evidence be offered as to the superi-

ority of new methods or new institutions over the old

before they are generally accepted. Such a policy is
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essentially sound, but evil is likely to arise when the

evidence required must be overwhelming before the

new are permitted. Where the new threatens to dis-

place the old all those who are interested in estab-

lished conditions are likely to oppose it as strongly as

possible, and under a democratic government their in-

fluence will often be great. Another serious danger is

that excessive restrictions will be imposed on one class

or group in favor of another. Where regulation of

prices or profits, for example, is attempted, it is very

likely to be unduly favorable to those who can exert the

greatest influence on the government. What may be

favorable to a particular group in the short run may
prove to be decidedly unfavorable, even to them in the

long run, but they are often very short sighted.

The last named danger seems to have become a seri-

ous evil in the case of the railroads; though it must

be admitted that not enough evidence is at hand to

make it possible to speak with entire confidence. For

many years rates were rather rigidly kept down by the

Interstate Commerce Commission though expenses, es-

pecially for labor, were known to be rising. It is,

perhaps, fair to say that overwhelming proof of the

needs of the railroads for large revenues was required
before any substantial increases in rates were allowed.

To say that for some years the net earnings of the

railroads have been moderate would be something of an

exaggeration. That the Interstate Commerce Com-
mission was not acting contrary to popular wishes in

the matter is very strong suggested by the present

agitation to bring about a reduction of rates, with

very little regard for railroad earnings. It is prob-
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ably true that the popular feeling against the railroads

is partly a result of grievous wrongdoing by some

of them. This may help to explain, but it does not

justify. Certainly it does not alter the fact that the

railroads in general were in a rather poor condition

when the great emergency of the war came upon them;
and they are not now in a position to handle a very large

amount of traffic as well as might desired. It is some-

times contended that the difficulties of the railroads

are to be attributed very largely to unduly high ex-

penses and bad management, but there is no sufficient

evidence presented to support this contention. Upon
the whole there seems to be little reason to doubt that

among the circumstances which have resulted in the

unfortunate condition of the railroads is the regulation

to which they have been subjected. Regulation is not

likely to be either fair to the railroads nor satisfactory

in its effects on the service so long as the Interstate

Commerce Commission is generally regarded, as it

certainly is by some, as a body whose function it is

to protect the public from those who control the rail-

roads. Those who own and operate the railroads are

a part of the public; and their interest is, in a very

large measure, a national interest.

Constructive regulation is that which serves directly

to make national industry more effective, as opposed to

that which protects certain members of the community
from injurious activity on the part of others. Con-

spicuous as an example of regulation of this sort is

the Federal Reserve System, to which some reference

has already been made. Constructive regulation has

its dangers quite as truly as protective. The desire for
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the business stimulant of inflation has led to some pres-
sure on the Federal Reserve Board which, happily, has

been resisted. There has also been pressure on the

government to make use of the Federal Reserve System
in a way which was intended to benefit certain classes

of the people, but was hardly in accord with the prin-

ciples of sound banking. Constructive regulation is,

of course, often associated with protective, and the

same piece of legislation may have some of the char-

acteristics of each kind.

Regulation should not, of course, be confined to

enterprise. As has been suggested in connection with

the other factors of production it should be applied
to them as well. Legislation is, perhaps, the most

obvious method of providing regulation, but to be

effective at least in a democracy, legislation must rest

on sound social ideals. In some cases social ideals may
be realized through other means than legislation, such,

for example, as ostracism and the boycott. As regards
all the factors of production the dangers of regulation
are great, but so are the dangers of inaction. Wise

regulation must rest on knowledge and understanding.
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Accidents, 158-159

Accomplishment, relation to

efficiency, 3, 8, 10

Accounting, 25
Adaptability, an element in effi-

ciency, 17-21
Advocates of special national

interest, 91, 100, 105, 106, 113,

114, 299, 300, 301

Agreements, monopolistic char-

acter, 269; relation to effi-

ciency, 294-296
American Tobacco Company,

26-28, 81

Anarchy, international, 61-62,

70, 96
Arbitration of labor disputes,

100

Artificial selection of labor,

ability to find employment,
I35~ I37 1 employment manage-
ment, 138-140; regulation of

labor, 131-135. See also Em-
ployment agencies

Associations. See Business as-

sociations, and Cooperative
associations

B

Banks, effect on saving, 224.
See also Savings banks

Blacklist, 140
Blue sky laws. See Financial

regulation

Brokers, employment agencies

as a type, 143 ; financial mid-

dlemen, 236
Bureau of Corporations, 26-28,

37, 38, 271, 292
Bureau of Foreign and Domes-

tic Commerce^ 288
Business associations, attitude

towards cooperative associa-

tions, mail order houses, etc.,

269; development of enter-

prisers, 270-271 ; distinction

from members, 303; idea of

unfair competition, 269 ;

meaning, 257 ; monopolistic
influence, 269, 271 ; selection

of enterprisers, 268-270. See
also Cooperative associations

Business failures, 55
Business organizations, interac-

tion with members, 253-256;

types, 256-258
Business point of view, 11-14,

16, 99

California Fruit Growers Ex-
change, 82, 304

Capital, dependence on saving
or waiting, 52, 102, 211; dis-

tinction from natural re-

sources, 51-52; human energy,
53 ; large incomes as a source,

66; maintenance, 211; mean-

ing, 51-52; a secondary fac-

tor, 6; tests of efficiency, 52-

56; waste, 52, 251

Capital goods, 53-54, 212-213
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Capitalist, function, 101-103; in-

terest, 101-105

Capitalist class, 89, 101-105, 115

Capper-Volstead law, 288, 303
Centralization of power, 80, 309

Change, ability to deal with, 17-

21

China, 73
Class consciousness, 90-92, 122

Class struggle, error involved,

91 ; qualified view widely ac-

cepted, 90; socialist view, 89
Classes, social and industrial.

See social and industrial

classes

Clayton law, 231, 288, 303
Combination, certain forms per-

mitted, 14, 280, 288, 303, 305 ;

competition, 190, 298; con-

servation, 175-176; degree de-

sirable, 301-302; large scale

production, 280, 285-286 ;

monopoly power, 190; small

scale production, 119

Competition, conflict of inter-

ests, 99; costs, 58, 260, 263,

286-287; evolution, 70, 84;
faith in, 84, 288-289; large
scale production, 284-286 ;

motives for efficiency, 272-

274 ; national, 71 ; price con-

ferences, lists, etc., 292-294;

productive character, 5; se-

lection rather than develop-

ment, 261 ; suppression, 38-

40; wastes, 12, 14,40, 181-188,

286-287.
.

See also Unfair

competition
Competitive consumption, 218-

219
Compromise, democracy and

efficiency, 81; national ob-

jects, 77
, . .

Concessions to foreign interests,

15, 72
Conflict of interest, 85, 95, 99,

103-105, 106, 113, 121

Conquest, class, 92; not in-

dustrial efficiency, 15; peace-
ful, 75

Conservation of natural re-

sources, cooperation of own-
ers, 175-176; costs of securing
new resources, 177-179; gov-
ernmental action, 206-210 ;

meaning, 170-171 ; national

advantage in waste, 179-180;

operation, by owners, 106,

197-199, 202-204; by tenants,

199-201; taxation, 208-210

Conservatism, demand for evi-

dence of superiority of the

new, 310; evil of excess, 105;
wisdom with regard to com-
petition, 289-291

Constructive regulation, 85-86,

312-313
Consumption of wealth, effi-

ciency, 4, 214; saving, 53.

See also competitive con-

sumption
Cooperative associations, atti-

tude of business associations,

269 ; democratic character,

82; distinct from members,
306; legal sanction, 280, 288,

303, 305; Prices, 304-305;
selective influence, 259, 268

Cooperative Welfare Associa-

tion, 124
Corporation, association of in-

dividuals, 254; character of

leading stockholders, 262-264;

development of enterprisers,

265-268; one man control,

255, 263, 272; potentialities,

120, 262, 264, 266; same di-

rectors for different corpora-
tions, 267-268; saving, 226-

227 ; selection of enterprisers,

264-265
Cosmopolitan point of view, 60

Costs, competition, 58, 84; dis-

tinction from shares in the
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product, 45, 482 52; elimina-

tion of the unfit, 263; labor,

12; progress, 55; real, 14;

specialization, 18

Dealers in securities. See In-

vestment bankers, and
Brokers

Democracy, reconciliation with

efficiency, 79-82

Department of Agriculture, 86

Desirability of efficiency, 10-11,

64, 67, 68
Directors (corporation), finan-

ciers, 231 ; representative

character, 249; same in dif-

ferent corporations, 267-268

Disappearance of classes, 115-

116, 118. See also Paradox
of recognition and disappear-
ance

Distribution of wealth, chief

concern of socialism, 88-89;

large scale production, 309;
relation to efficiency, 32, 44,

45, 65-68; saving, 215

Economic success as a test of

capacity, 163

Education, development of en-

terprisers, 204, 277-278 ; influ-

ence of foreign activity, 72;

saving, 218, 220-222. See also

Vocational education

Efficiency, definition, 3-4; de-

gree, o, 22; national impor-
tance, 64, 67, 68; percentage,

22; point of view, n-17, 60-

64; ratio, 3, 8

Employees, distinction from
officers, 252; enterprising

ability, 59, IOQ-IIO; stock

ownership, 198, 227, 230;
voice in industry, 79

Employment agencies, advan-

tage of monopoly, 145 ;
func-

tions, 143; national impor-
tance, 146 ; public and private,

145; types, 144

Employment departments, 138-

140, 143

Energy, human, meaning, 5;
relation to natural resources,

6-7; saving, 53
Enterprise, amount, 59; em-

ployees, 44, 59, 109-110;
meaning, 56 ;

relation to other

factors, 56, 252; tests of effi-

ciency, 56-59
Enterpriser, function, 56, 97,

109, 250; interest, 97-101;
qualities required, 250; re-

sponsibility for efficiency,

249-253
Entrepreneur. See Enterpriser
Environment, 35, 45
Eugenics, 161-164, 278
Evasion of law as an element

in fitness, 35
Evolution, control by man, 129;

militarism, 92; nations, 63;

significance of "product of

evolution," 34-35

Evolutionary struggle, among
nations, 69, 75; business suc-

cess, 33; competition as a

form, 70-71 ; democracy, 81 ;

military basis, 76; monopoly,
290; quality of labor em-

ployed, 131-135; tests of

efficiency, 33-37

Factors of production, the four

factors, 43; representatives,

44,83
. .

Farmers, desire for increase in

land values, 108; land owning,
120-122; 202-206
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Farming, cultivation by em-
ployees, 201-202; by tenants,

199-201; by owners, 197-199;
fixed costs, 186; profits as an
index of efficiency, 193; small

scale production, 119; specu-
lative character, 186; waste
of competition, 186

Federal Farm Loan banks, 205,

234
Federal Joint Stock Land

banks, 234
Federal Reserve system, con-

structive legislation, 86; dan-

ger, 313; regulated monopoly,
307

Federal Trade Commission, 38,

271, 292, 294, 303, 307
Financial middlemen, encour-

agement of saving, 222-225;
need for independence, 229-

231; types, 233-236. See also

Financial regulation
Financial regulation, burden,

243-245; distinction between
different kinds of securities,

241-243 ; general character,

240; imperfect results, 246,

248; justification, 240-241,

247; regulation of dealers,

244-248; uniformity of regu-

lation, 243
Finance and efficiency, 213

Finding work, difficulties of the

worker, 135-138. See also

Employment agencies
Fittest, meaning, 34, 69. See

also Evolution and Evolu-

tionary struggle
Foreign influence, 72-73

Forests, burning of product,
48-49; character of material

abandoned, 184-185 ;
dimin-

ishing returns, 172; fire

hazard, 207-208 ;
natural

monopolies, 185; virgin tim-

ber, 177

Fraudulent finance, 55, 238, 244-
245

Freedom, economic, 276-277

German efficiency, I, 2, 70
Getting the business, n, 14
Government attitude towards

business, 85-87
Government enterprise, condi-

tions determining desirability,

300-301 ; effectiveness of con-

trol, 298; evils arising out of

complete control, 299; field

in which desirable, 299-300.
See also Socialism

Governmental industrial policy,

types of business organiza-
tion, 287-288. See also Regu-
lation

Great Britain, 73
Great War, changes in industry,

19; governmental action in

regard to industry, 86-87;
international law, 95-96 ;

mili-

tary efficiency, 70; national-

ism as a cause, 60; saving,
221

H

Habits, bearing on efficiency,

216-217
Hatcheries, 175, 208
Humanitarian point of view,

16-17, 60

Idle equipment, 54
Idle labor, 9
Immigration, exclusion, 76 ;

innate capacity of the people,

164-166, 278-279; quality and

efficiency, 46; peaceful con-

quest, 74-77
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Improvements, industrial meth-

ods, 8, 24 ; resistance by labor,

114; result of quest for

profits, 98
Income, alone not sufficient, 77 ;

dependent on production, 65-
66

Incompetent finance, 55, 239
Incomplete tests of efficiency,

22-24
Increasing the cost of labor,
check to production, 134;

elasticity of demand, 134;

emphasis on quality, 131
Individual and national pros-

perity, 65
Industrial leadership and na-

tional independence, 72
Industrial legislation, 85, 112

Inefficiency and waste, 7-9

Inequality of opportunity, rela-

tion to success, 148
Inferior producers, exclusion

from industry, 46; problem
of using, 132

Inheritance, size of land hold-

ing, 195
.

Innate capacity, means of de-

velopment, 161-166, 278
Instincts in industry, 127
Insurance against the chances
of life, 160

Insurance companies and sav-

ing, 223
m

Integration, governmental limi-

tations, 308; large scale pro-
duction, 281-282

International anarchy, 61-62, 70,

96
International Harvester Com-

pany, 81, 280, 307
International law, 61-63, 70, 71,

95
Investment, confusion with

speculation, 239; opportuni-
ties for safety, 217 ; saving, 225

Investment bankers, character

and functions, 235; types,

235-236
Investors, characteristics, 103;

speculators, 263-264

Japan, 72
Job hunter as a worker, 136
Judicial settlement of labor dis-

putes, 100

Justice, confiscation of prop-
erty, 107; relation to mili-

tarism, 94

Labor, disputes, 100 ; legislation,

85, 112; not the sole producer,
no; ownership of securities,

122, 198, 227, 230; tests of

efficiency, 44-47
Labor unions. See Organized

labor

Laborer, as enterpriser, 44, 59,

109-110; function, 109; inter-

est, 110-114; return from in-

dustry, 45
Laboring class, 110-114
Laissez-faire, 12, 16, 84
Land policy of the United

States, 196-197
Land tenure, ease of trans-

ferring title, 193 ; no one sys-
tem best, 192; size of holding,

194-197
.

Large scale production, ad-

vantages, 39, 279-282 ;

branches of industry, 119;

combination, 280; democracy,
79-81; disadvantages, 282-

283; industrial individualism,

255; influence, on develop-

ment, 265-268, 270-271, 273-
274; on selection, 264-265,

268-270, 271-273; integration,

281; monopoly, 283-286; sole

proprietorship, 122



'320 INDEX

Law, evasion as a condition of

fitness, 35; evolutionary sig-

nificance, 70; foreign influ-

ence, 73. See also Interna-
tional law

Lease as a form of ownership,
108, 174

Legislation to direct evolution,

130
Liberty bonds, 124, 221

Limitation of output justifiable
in some cases, 188-189

Living wage, 66, 113

M
Marginal productivity, in
Measurements of efficiency, 32-

23
Meat packers, 38, 281, 306
Merger of classes, 94, 115, up.

See also Paradox of recogni-
tion and disappearance

Methods, non-industrial, 13, 15
Middlemen in finance. See

Financial middlemen
Military class, 92-96
Military strength, 1-3, 15, 69-70,

77-79, 93
. .

Military training, 78
Mines, competition, 181-183;

diminishing returns, 172; nat-
ural monopolies, 183

Misfits, 137
Mitten, Thomas E., 123-124
Monopoly, costs, 30-31; failure

to prevent, 291, 297-298;
forests, 185; independent or-

ganization, 306-307; internal

competition, 290; large scale

production, 39, 283-286;
mines, 183; separate organi-
zation, 302-303 ; sometimes
desirable, 99, 286-287 ; wages,
"3

Monroe Doctrine, 73
Mortgage, banks, 225, 234;

point of view, 14-17,

effect on cultivation of land,

199, 205
Mothers, economic support, 158
Motives, 97-98, in, 112
Movement to cities, 121

N
Nation, functional character,
63-64; largest economic unit,

61-63
National debt, effect on sav-

ing, 221

National importance of effi-

ciency, 64, 68
National point of

60-64
National prosperity, 65, 77
Natural forces, 5-6
Natural monopolies, forests,

185; mines, 183; public ser-

vice corporations, 181, 286
Natural resources, classifica-

tion, 168-170; diminishing re-

turns, 171 ; distinction from
capital, 51-52; exhaustion, 49-
50; inefficient use, I70/-i8i;
intensive use, 172-173; inter-

ests of owners, 48, 106, 108;

meaning, 5-6; operation, by
employees, 201-202; by ten-

ants, 199-201; by owners,
197-199, 202-204; owners as a
class, 106

; superabundance,
51; tests of efficiency, 47-51;
withholding from use, 50-51,
172-173

Natural selection, conservation
of resources, 180-181

; de-

pendence on conditions, 197;
tests of efficiency, 33-37. See
also Evolution, and Evolu-

tionary struggle

Objects of efficiency, true and
erroneous ideas, 1-3
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Officers as enterprisers and

laborers, 120, 252
Oil, wastes of competition, 184
Old age, 159

Organized labor, demands on

employers, 100 ; economic

freedom, 277 ;
misfit laborers,

137; ownership of securities,

123; prevention of abuses,

140
P

Paradox of recognition and

disappearance, 94, 95, 115, 119
Parenthood, regulation, 161-164

Partnership, effect on develop-

ment, 261 ; effect on selection,

258-260
Patriotism, 60
Personal relation to industry,

capital, 52; enterprise, 57;

labor, 45; natural resources,

48
Philadelphia Rapid Transit

Company, 123-125
Plant efficiency, 212
Point of view, business, 11-14,

16, 99-100; cosmopolitan, 60;

humanitarian, 16-17, 60; na-

tional, 14-17, 60-64

Pooling, 294-296
Population, pressure on sub-

sistence, 67, 76
Potentialities, corporation, 120,

262, 264, 266; farmers, 204;
forms of organization, 258;
human energy, 5; labor, 45,

46 ;
national capacity and for-

eign influence, 72-73; natural

resources, 47; relation to ac-

tualities, 148

Predatory efficiency, 16, 41

Preparedness, 70
Prices, conferences, suggested

lists, etc., 292-294; coopera-
tive associations, 304-305 ;

tests of efficiency, 29-32, 34

Private property in natural re-

sources, never absolute, 174,

195; not limited to fee title.

174; not practicable in all

cases, 174; relation to con-

servation, 175-179; single tax,

106-109; tests of efficiency, 48
Problem of efficiency, 5
Product of evolution, 34, 63

Production, as an end, I ; mean-

ing, 4
Profits, as an end, i, 2, n;
confusion with rent, 108;
service to society, 98; social-

ist view, 89-90; tests of effi-

ciency, 24-28, 30-31, 34
Proletariat, merging with the

"classes," 118; socialist ideal,

90
Property rights and "human"

rights^ 213-214
Prosperity. See Welfare
Protective regulation, 85, 310-

312
Psychological considerations, 47,

Hi, 127, 156, 213
Public opinion, a means of

regulation, 130 ; parenthood,
163-164

R

Radicalism, 105, 138
Railroad rebates, 13, 35
Railroads, public and private

operation, 301; seventy of

regulation, 311-312
Raw materials, 6

Reclamation, 206

Reconciliation, efficiency and

democracy. 79-82, 120; effi-

ciency and military strength,

77-78; national objects, 77;

public and private points of

view, 12, 13, 16

Refusal to work, 141-142

Regulation, constructive, 312-

313; determination of the
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conditions of survival, 35;
limitation of competition, 99 ;

monopoly, 309-310; protect-

ive, 310-312; separate treat-

ment of different departments
of a business, 302-308. See
also Financial regulation

Rent, confusion with other
shares in distribution, 108-

109; single tax, 106-109
Restraint of competition, atti-

tude of the large concern,
286 ; monopoly not necessarily

implied, 189-100; need in case
of mines, 183-184; securing
efficiency, 38-40, 286; un-
favorable influence not to be

assumed, 43
Restraint of trade, attitude of

the government, 288-289 ;

failure to prevent, 291

Revolution, 119
Right of the worker to his job,

141

Risk, an element of cost, 217;
function of the enterpriser,

56; implied in all business,

238; present in all securities,

241
Russian inefficiency, 2

Salesmanship and job finding,

I3S-I36

Saving, commercial banks, 224-
225; dealers in securities,

225 ;
essential function of the

capitalist, 52; financial mid-

dlemen, 222; human energy,

53; increased motives, 216;
increased wealth, 214-215; in-

surance companies, 223-224 ;

large incomes, 117; mainte-
nance of capital, 211; savings
banks, 222

Savings banks, effect on saving,
222 ; financial middlemen,
233-234 n

Scrap heap, 8
Seasonal industries, 32
Selection. See Natural selec-

tion

Self-sufficing nation, 71
Shares in distribution not costs,

45, 48, 52, 57
Sherman law, 288

Sickness, 158-159
Single proprietorship, distinc-

t\on from proprietor, 253-

254; effect on development,
260-261 ; effect on selection,

258-260 ; saving, 226

Single tax. See Private prop-
erty in natural resources

Six hour clay, 54
Size of maximum efficiency,

283
Small scale production, effect on
development, 260-261 ; effect

on selection, 258-260; impor-
tant in some industries, 119;
industrial individualism, 255

Social and industrial classes,

capitalists, 101-105; enter-

prisers, 97-101 ; laborers, 109-

114; landed and capitalist, 96;

legislation, 85 ; merging of
the classes, 115-116; military,

92-96; owners of natural re-

sources, 105-109; relation to

national interests, 91, 114-115,

299, 301
Social ideals, basis for legisla-

tion, 313; blind conformity,
220; efficiency in saving, 217,

219-220; industrial individ-

ualism, 225; marriage and

parenthood, 163-164; position
of business, 275-276

Socialism, 88-89, 116-118

"Sole producer of wealth," no,
112
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Special interest. See Social and
industrial classes

Specialization and adaptability,
18-21

Speculation, a matter of enter-

prise, 56; appeal of the

broker, 237; confusion with

investment, 239; desirable, 55
Standard Oil Company, 37-38,

184
Stockholders, character as en-

terprisers, 250; class con-

sciousness, 122; employees,
120, 123, 230

Stocks, as investments, 228; is-

sue only for value, 264
Sun Maid Raisin Growers, Inc.,

304
Supergovernment. See World
government

Suppression of competition.
See Competition

Survival of the fittest, among
nations, 69; means of control,

129-130; tests of efficiency,

33-37- See also Evolution,
and Evolutionary struggle

Tariff, 15

Taxation, bachelors, 163; con-

servation, 208-210; discour-

agement of production, 66-

67; earned incomes, 67;
forest fires, 207; size of land

holdings, 195 .

Tenancy, effect on cultivation,

199-201
Tests of efficiency, capital, 51-

55; enterprise, 56-59; incom-

plete, 22-24; labor, 44-47J
natural resources, 47-51 ;

prices, 29-32; profits, 24-28,

30, 34 ; survival of the fittest,

33-37 ;
unfair competition, 37-

41 ; wages, 32-33

Thrift, meaning, 216-217;
movement, 44

Transportation act of 1920, 86,

120, 291, 294
Treaties, 15, 96
Trusts, centralization of power,

80-8 r
;

influence on develop-
ment, 273-274; influence on

selection, 271-273; meaning,

u
Undeveloped capacity as a na-

tional loss, 148
Unearned increment, 108

Unemployment, inefficiency, 9,

25; social parasites, 138
Unfair competition, business as-

sociations, 269 ; industrial and
non-industrial, 13 ; prevalent
methods, 40; qualities de-

veloped, 35-36; survival, 33;
tests of efficiency, 37-42

United States Steel Corpora-
tion, ability to develop for-

eign trade, 280; efficiency, 31
Unsuccessful producers, com-

pared with military losses,

71 ; their losses national

losses, 23, 84

Utility of product, responsibil-

ity of representatives of the

factors of production, 44-45,

47, 52, 57, 98

Value as an economic measure-

ment, 23
Vocational education, choice of

individual, 154; combined
with military training, 78;
economic support of students,

153-154; enterprisers, 277-

278; expense of national sys-

tem, 154-157; facilities, 149-

152; farmers, 205; influence

of different types of business
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organization, 260-261, 265,

268, 270-271, 273-274; liberal

effects, 150; national impor-
tance, 149; place in the

schools, 149; public support,

149; training in industry, 151

W
Wages, confusion with rent,

109; effect of efficiency, 10;

productivity theory, 111-112;
tests of efficiency, 32-33

Waiting, human energy, 53;

provision of capital, 5, 211

War, exclusion of immigrants,
76. See also Military strength

Waste, capital, 51-52; ineffi-

ciency, 3, 7-9, ii, 49; labor,

45 ; meaning, 7-8 ; natural re-

sources, 9, 30, 48-49; unem-
ployment, 9, 25

Water, irrigation, 168, 206;

public operation, 301

Wealth, meaning, 4; not sole

national good, 77
Webb-Pomerene law, 280, 303,

305-306

Welfare, competition as a
means of securing, 288;
immigration, 165 ; laborers,

45, no; not solely a question
of wealth and income, 77; of
the people, 3, 65 ; productive

capacity, 219; relation to effi-

ciency, I, 2, n ; studies of

labor
efficiency, 126-127

Work, distinction from effi-

ciency, 9-10, 30; importance,

64
Worker, adaptation to work,

135-142; attitude towards

work, 47. See also Employ-
ment agencies

Working day, n, 54
World government, 69, 95-

96














